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THE PRESIDENT’S FISCAL YEAR 1995
DEFENSE BUDGET REQUEST

WEDNESDAY, MARCH 9, 1994

U.S. SENATE,
COMMITTEE ON THE BUDGET
ashmgtou, DC.

The committee met, pursuant to notice, at 10:04 a.m., in room
SD-608, Dirksen Senate Office Building, Hon. Jim Sasser (chair--
man of the eommlttee) d.lnéo

Present: Senators nrad, Dodd, Murray, Domenici,
Grassley, Bond, Brown, Gorton, Gregg.

Staff reaent Larry Stein, staff director; and Randy DeValk, as-
sistant r for national defense.

For the minority: G. William Hoﬁand, staff director; and Roy
Phillips senior analyst for national .

OPENING STATEMENT OF CHAIRMAN SASSER

Chairman SASSER. The committee will come to order.
This morning, the Senate JBudget Committee continues its hear-
ings on the Administration's budget for fiscal year 1995, and I
wanttowelcmneuourmmesathsmormngthedmhngmnhsd
Secretary of Defense, Dr. William Perry.
Perrymoneofourmostableanddedlmtedpubhc
servants, has many accomplishments and many honors in the
defense arena, and they stretch over 3 decades. is a consum-
matepmfeamomlmthemaofdefeme&iwy
We all look forward to his testimony with great in-
temut,hutbefmemovmgontohstuhmony,lthmkafewobser—
vations might be in order here this morning.
WemmchmgtheendoftheZOthCentury andourcountry
is tomeetman new chali g:npsnoneasfar-
challenge t has presented to us
bytheendofthecodwarandbythedmntegranonoftheoldSo-
viet Umon. ourol :e:i':h?e mﬁ:re fire 14
pas ation’s t post-cold war
budgetltwasa nolongerclungtoaworldthnthas
, but reflected many of the changes that have occurred since
we em ked in the 1980's onthe largest peacetime military build-
in the Nation's hnsm might satinparenthehully, that some
ousfeelthatweare paying for that enormous mili build-
up of the 1980’s through continued wrestling with the cit and
interest payments on the National debt.
We have charted a new course with this Administration that is
guided by our commitment to defense readiness, but, at the same

(8T
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time, to fiscal re:gonsibility, and my advice is that we should follow
&9 course, 1‘;Ste y as she goes,” and stay steady in the boat with
8 new policy.

In my view, the Administration’s budget request for the Depari-
ment is reasonably fair and meets the task at hand. In fact, my
only reservation is that it exceeds the task at hand, and I am not
one who is persuaded that we are spending too little on our mili-
tary establishment.

In passing, I might observe that if we are spending too little on
defense, it certainly seems odd to me that we can afford the luxury
of $18 billion over the next 5 years for the Ballistic Missile Defense
Initiative. That strikes me as the equivalent of spending billions of
dolt}m on & vaccine when the threat has largely become nonexist-
en

There has alse been a great deal of rhetoric and breast-beating
over a supposed $20-billion shortfall in the defense budget. I say
supposed shortfall because I don’t believe for a moment that this
gap exists. The gap is nothing more than the difference between
projected priorities and constrained resources. The same difference
exists in virtually every other area of the budget, all of which are
equally affected by economic conditions like inflation. .

Anyone who seriously studies this budget knows that there is no
funding shortfall in the defense budget for fiscal year 1995, and
again, there is always the question in defense, as there is every-
thing else, of how are we going to hit the out-year targets. How-
ever, we Erlx]l it the out-year dfefensse targe% as w:'if have been hit-
ting our discretionary targets for 5 years. We will reassign prior-
ities within the defense number. We will terminate some programs,
shave some back. That is what we will have to do.

However, having said that, I would also point out that our com-
mitment to fiscal respoensibility implies that we must bring greater
efficiency to all segments of government, including the Department
of Defense, and the American taxpayers expect no less of us or the
Department.

Mr. Secretary, all of your statements and actions indicate to me
that you are uniquely qualified to accept the responsibility of bring-
ing greater efficiency to the Department of Defense and to give the
taxpayers of this country a dollar’s worth of defense for a dollar’s
worth of money spent.

Unhappily, the committee’s heari last week on contractor
overhead abuse in the Department of Defense pointed out in shock-
ing and stark terms that we can find additional savings in existing
accounts without sacrificing one iota of readiness.

Based on this hearing, I believe that an additional investment in
DOD’s audit functions, perhaps from a cold war relic like ballistic
missile defense or even the new mircraft carrier, could produce
enormous Bavi for the American taxpayers. That is an invest-
ment worth exploring, I think, in much greater detail.

So, in conclusion, Mr. Secretary, ] want to commend you and
your subordinates at the Department of Defense for all the hard
work that has gone into producing this budget request. I think it
reflects a keen appreciation of the realities of the world situation
as we presently see it. It reflects a new awareness on the part of
the Department of Defense towards a responsibility for deficit re-
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duction. It also, I think, clings to a commitment of producing a de-
fense that is second to none in the world.

We thank you for appearing here, and I want to turn now to our
distinguished Ranking Member for any statements or comments he
might wish to make.

tor Domenici?

OPENING STATEMENT OF SENATOR DOMENICI

Senator DOMENICL. Mr. Chairman, might I just inguire, since
there are a few of us in number in attendance at this moment?
Senator Bond has some real time constraints, and I have conferred
with Senator Grassley. I had wondered if after I deliver my open-
ing, and I will make it brief, whether Senator Bond might take just
a couple of minutes for an opening statement.

Chairman Sassgr. I think that would be satisfactory. Our at-
tendance is small this morning, and I think any Senator who wish-
es might make an opening statement. ‘

Senator DOMENICI. Thank you, Mr. Chairman.

Mr. Secretary, good morning. It is good to have you here.

Secre PERRY. Good morning, Senator.

Senator DOMENICI. I recall just before your confirmation a phone
call that I received from you when you wanted to come visit me as
part of your confirmation visitations, and I think I told you then,
and I would like it to be in the record now at least in our commit-
tee, that I said I did not think you should waste your time because
I was going to vote for you and thought your appointment was
probably long overdue, and I was glad to be on your side on that
one. I just want to tell you that since that time, you have certainly
not let that confidence on my part down a bit, and I congratulate
you for the job you are doing.

Secretary PERRY. Thank you very much.

Senator DOMENICI, Today we are reviewing the 1985 budget re-
quest for your Department. This request is for $252 billion in budg-
et authority, representing a real cut of 1 percent over last year.
That comes on top of a 9-percent real cut in defense last year. So
the combination of the two is 10 percent in 2 years.

The 1995 request is about 35 percent below the 1985 level and
represents the 10th straight year of real cuts to defense budget au-
thority, which ultimately controls people who look at outlays and
wonder what we are hallzlng about, but, ultimately, budget author-
ity will get the programs and get the procurement in other things.

I note from my colleagues that this is the second time that I have
had an opportunity to hear your presentation. I enjoyed it the first
time, and I am looking forward to it again. I assume it will be
somewhat different. I heard it in Appropriations not toc long ago.

This budget, however, has a few things I think you ought to ex-
plain to us. It protects readiness with a hefty increase to the oper-
ations and maintenance account and a modest 1.6 percent pay
raise for military personnel.

I note that operations and maintenance appropriations will de-
cline, however, almost 13 percent in real terms between 1995 and
1999. 1995 is up, but over the 5 years, it is down dramatically. This
occurs when more and more defense resources are being devoted to
what traditionally are not counted as purely defense functions; for
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example, humanitarian operations and environmental cleanup.
They are both becoming very big ticket items; in particular, the
cleanup. I know it is long overdue, but I think it ouiht to be put
atgg;p:vae as to what is happening to the traditional O&M

The story for grocurement in R&D, the so-called investment ac-
count is mired. The 1995 budget for procurement is $43 billion, as
I understand it, representing a real budget authority decrease of
5#183?“' and this is nearly 70 percent below the cold war peak
o .

As you mentioned in your statement, your plan is to grow pro-
curement in the out-years, and I hope you will explain that to us.
The 1995 budget for research and development, commonly called
R&D, is $36 billion. That is a modest increase over last year, but
I believe that a healthy R&D effort is absolutely necessary to main-
tain our technological edge, and I believe you feel that.

1 note, however, that after 1995, the R&D budget begins to fall,
and plans are for it to fall nearly 26 percent in real terms by 1999,
I am concerned about these cuts in the out-years, and hopefully,
you will give some attention to that, if not in your remarks, in your
response fous.

Notwithstanding these concerns, I believe the bottom-up review
strategy, if carried out and fully funded, is about the best we can
do. I believe that if we are to maintain our credibility and influence
in the world, we must maintain this force structure and a structure
that can prevail under whatever circumstances we might face in
the future, :

I want you to know that I share the Chairman of the Joint Chief
of Staff's assessment that the recommended force is, and I quote,
“as lean as we dare make it,” and that there is very little, if any,
room for miscalculation. I think I have heard you say something
like that, not in his words, and perhaps you might address that in
some way before you leave this morning.

Thank you very much, Mr. Chairman. _

Chairman SASSER. Thank you, Senator Domenici.

Without objection and pursuant to Senator Domenici’s request,
we will turn now to Senator Bond for a brief opening statement in
view of the fact that he has another conflict.

OPENING STATEMENT OF SENATOR BOND

Senator BoND. Thank you very much, Mr. Chairman, Senator
Domenici, and Mr, Secretary. I a;:g;eciate the indulgence.

Mr. Secretary, it is quite right that we are in a post-cold war era,
and I think it does not follow from that, that there are no threats
or dangers around the world.

In previous conversations and in statements of yours, I have
heard you talk about the $20 billion shortfall which, as I under-
stand it, assumes that there is no substantial inflation or very low
inflation which very few economists would accept as a working
premise. ] hope in your testimony that you will be able to reassure
us that, if we follow the 5-year plan that you have laid out, we
won't have a force either unable to mo major regional contin-

- gencies or one that suffers severe readiness problems.
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General Shalikashvili has said there is very little room for mis-
calculation. He has said that we could fight two wars, but when
you look at the numbers, with only 11 active carriers to fight two
major regional contingencies in the Gulf War, we deployed six car-
riers, two in transit, two in work-up for deployment, two in major
overhaul, and it certainly does not seem to leave enough to fight
another regional contingency.

The same is true for fighter wings. The bottoms-up review calls
for 20. We are hearing tailk of going down to 17%%, but in the Gulf,
we deployed 10%2 wings, and I assume that if we were to engage
in two major regional conflicts, we could not take all of the aircraft
out of Korea, for exampie,

We are also concerned about the number of Army divisions, par-
ticularly if we have 25,000 troops to commit to Bosnia. I will be in-
terested if you still believe—and I have heard different reports—
as to whether we can still, with these budget figures, fight two
major regional contingencies essentialiy at the same time or wheth-
er we are back to a fight-and-hold operation.

Finally, I know the Administration has stated its opposition to
the measure introduced by Senators Domenici, Nunn, and myself
to restore fire walls. You have stated that the President is commit-
ted to these budget numbers.

Mr. Secretary, I think the problem is Congress, not the Presi-
dent. The House Budget Committee has already cut the defense
budget, and there is going to be another amendment to cut further.
Given these developments in Congress, I hope that you would re-
consider your position on the fire walls, and I will look forward to
your testimony.

Mr. Chairman, I thank you very much for the time.

Chairman SASSER. Thank you.

Senator Dodd, do you have any opening comments this morning?

Senator DobDp. I don’t really, Mr. Chairman, but I just want to
congratulate the Secretary on the job he is doing. I look forward
to working with you, and the Secretary, and the other members of
the committee on these critical issues.

Secretary PERRY. Thank you, Senator Dodd.

Chairman SASSER. Senator Grassley?

Senator GRASSLEY, Mr. Chairman, let me ask you your desire. I
have got about 7 or 8 minutes of remarks. ] can either make them
now or during my first questioning, but I want to make sure that
I have got enough time to reserve to state what I have to say.

Chairman SASSER. I would like to get to Secretary Perry as soon
as we could, Senator Grassley. So, if you could reserve that until
that time, it would be fine.

I think Senator Conrad was here next, if I am not mistaken. Do
you have any opening comments this morning, Senator Conrad?

Senator CONRAD. Mr. Chairman, if you would prefer that we
withhold until the questioning round, I would be more than pleased
to comply with your wishes.

Chairman SASSER. Senator Murray indicates that she also is
agreeable to that. Thank you very much.

We will turn now to Secretary Perry because I understand his
testimony is going to be fairly extensive this morning.
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Mr. Secretary, we look forward to hearing your testimony and
your chservations this morning.
to?:sabor GRASSLEY. Can you ask how long his testimony is going
Chairman SASSER. I certainly can.
How long will your testimony be?
Secretary PERRY. I would estimate 15 to 20 minutes.
Chairman SASSER. It would be 15 to 20 minutes.

STATEMENT OF HON. WILLIAM J. PERRY, SECRETARY, DE-
PARTMENT OF DEFENSE; ACCOMPANIED BY JOHN HAMRE,
COMPTROLLER, DEPARTMENT OF DEFENSE
Secretary PERRY. This testimony this morning is not going to be

the usual budget testimony where we present stacks of programs

and figures. Instead, I am going to try to focus on the strategy un-
derlying the preparation of the budget in the hopes of elevating the
debate on what the defense budget is all about.

It seems toc me when I became the Secretary that the most pow-
erful tool that I had for implementing defense strategy was the
budget and, therefore, I ought to focus my attention on the budget
and try to shape the budget, so that it reflected my priorities for
the Department.

I think the reasonable thing to do, then, in discussion with this
committee today, is to give you what my priorities and lay out the
rationale for the choices that I made.

There should be no mistake about it. This budget is about
choices. I am not here today to argue whether we should have a
higher or a lower top line. I am here to discuss the choices I made
for allocating funds within the top line.

There is not enough money to cover every option, to hedge every
bet, and, therefore, our preparation for the budget was about
choices, how we allocate them. I want to start off, then, by taking
it from the top line down to how we allocated to the four major ele-
ments of funding within the budget: the personnel account, the
R&D account, the procurement account, and the readiness or the
O&M account.

I will tell you the rat‘.lonale we used to read those choices, and
to do that, let me then give you the underlying themes which we
had before us when we prepared the budget and which I will now
organize my discussion around.

These are the five themes which my discussion will follow this
morning. The first is that this budget implements the bottom-up
force structure.
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FY 1995 BUDGET

Implements the Bottom-Up Force Structure

Protects a Ready-to-Fight Force

Redirects Modernization Program

Starts Doing Business Differently

e Reinvests Defense Dollars

Senator Bond already asked the question, does this budget im-
plement the bottom-up force structure to fight two major regional
contingencies. The answer to that is yes, and I will explain that in
more detail as we go forward.

Second, it does protect a ready-to-fight force, and I will give you
some discussion on how we made our decigsions about protecting
readiness in the budget.

The third point is that it dramatically redirects the moderniza-
tion program with an emphasis, as you will see, on sustaining an
R&D base, while making very deep cuts in our procurement ac-
count. I will explain that to you and the rationale for it.

The next point is that we are doing business differently. I should
say that this is not so much a matter of choice, even though I do
believe it is the best thing to do, but with a budget which is being
cut over a 10-year period, about 40 percent in real terms, we had
no option but to do business differently. We cannot sustain the
force structure, the overhead structure, the whole concept of how
we did business during the cold war. I will describe to you in some
detail specifically what we are doing along that line.

Finally, as this defense budget goes down, some of those dollars
are being reinvested. A large portion of them are being reinvested
in the rest of the Federal budget, but some of them are being rein-
vested within defense, and I will explain that to you.

Let me take the first ﬁiﬂt’ then, which is implementing the bot-
tom-up force structure. This second chart describes to you how the
force structure has evolved from its cold war base, and we have
here 1990 a8 an example here, to the bottom-up review. In between
these two, you will see in the third column the 1995 force struc-
ture. This is the force structure which this budget will take us to.
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Force Structure

Cold War Base BUR

Base 1990 Foree 1995 PLAN
Land Forces ]
Army Active Divisions 18 12 12 10
Army Reserve Compenent Divisions 10 8 ‘'8 5+
Marine Corps
(3 Active /1Reserve) 4 4 4 4
Navy
Ship Battle Forces 546 430 373 346
Aircraft Carriers P
Active ) 15 13 11 "
Reserve 1 - 1 1
Navy Carrier Wings
A‘?t'ive ¢ 13 n 10 10
Reserve 2 2 1 1
Air Force
Active Fighter Wings 24 15.3 13.0 13
Reserve Fighter Wings 12 11.3 7.5 7.

If I take one item, for example, Army active divisions, we go from
18 during 1990, the bottom-up review calls us to go 10 divisions,
and in this budget which is submitted to you, the 1995 budget, we
will be down to 12. So we still have some substantial cutting to do
yet in the Army. Two more divisions need to come out of the Army
after this budget based on the bottom-up review plan.

Let me go to the Navy. You can see the 546 ships in 1990; the
bottom-up review calling for 346. I would point out to you the Navy
is almost there in this budget. We are down to 373 in this budget.
We have almost achieved the goal of the bottom-up review in the
1995 budget.

Going to the Air Force, there are 24 active fighter wings and 12
reserve fighter wings in 1990. That has called for a total of 20 in-
stead of a total of 36 in the bottom-up review, and you will notice
that we are virtually there in the 1995 budget. We are down to the
number of active wings, 13, and we are almost down to the number
of reserve fighter wings.

Each of the gervices made a different judgment about the rate at
which they would converge to the bottom-up review, but in the
1995 FYDP that is presented to you, you will see that all of them
achieve the bottom-up review force structure. However, some of
them achieve it sooner than others.

The next chart reflects how that force structure gets translated
into personnel levels. In the lefi-hand column, you see the active
military, which will be down 32 percent from fiscal 1985 to the bot-
tom-up review, going from 2.15 million personnel in the active serv-
ices to 1.46, about a one-third reduction.
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MANPOWER LEVELS

{Cnd Strangths In thousands)

Active Military Selected Reserves Civilians
Down 32 % Down 20 % Down 28 %

PAL]

2.069

13

FYas FYe FYes sun FVES FYSC FY95  BUR

FYE5 FYsh Fres  BuR

Notice that in fiscal 1995, the budget submitted to you, we are
down to 1.53. Again, the turbulence being caused by this decrease
in personnel will be almost over by fiscal year 1995. We have about
a year of reduction, mostly in the Army, to go in fiscal year 1995.
The downsizing in the Navy and the Air Force will be virtually fin-
ished by that point.

If I go over to civilians, 1 would notice that there is a comparable
reduction in DOD civilians with a reduction of 29 percent, and that
a%s:e:i‘n fiscal year 1995, you will see that reduction is almost com-
ple

If I translate personnel into dollars, we see that in the next
chart. The interesting thing about this chart, I believe, is that it
reflects from 1975, the last 25 years of this century. From 1875 to
1990, we had in constant dollars, essentially, flat expenditures on
personnel. All of the reduction and spending in personnel is occur-
ring during this decade, and you see a substantial reduction from
1990 down to the end of the decade. That amounts to about some-
thing in excess of $30 billion will decrease in personnel expendi-
tures during the period.
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I want to pause here for a moment to say that the last time we
had a reduction in the top line of the defense budget of this extent,
which was during the 1970s after the Vietnam War, we made a
very different choice on how we were going to affect the judgment.
There we maintained force structure. We maintained personnel.
We maintained the cost of personnel. In the face, then, of the de-
clining budget, what we hatfe to do was take it out of readiness and
take it out of modernization, and we did that.

Chairman SASSER. Mr. Chairman, looking at your chart there, if
I may just interrupt for 1 second, there appears to be considerably
more reduction in the active military than there are in civilians. Is
that an accurate statement?

Secretary PERRY. In terms of percentage of reduction, it is 32
percent in the active military end 29 percent in civilians.

Chairman SASSER. I am just curious.

Secretary PERRY, It doesn't look like that on the chart, I am
but the numbers which are in greater detail in the previous ¢
-shows we are reducing from 1.13 million civilians to 804,000, which
is about a 30-percent reduction.

Senator DOMENICIL. Mr. Chairman, I am wondering if we can ac-
commodate him in some way. This seems very difficult for him to
testify. He has got to turn his head around to see those charts.

Secretary PERRY. That is all right. I will look at the charts here.
That will work all right.

The two charts reflect different factors. The first chart is the
number of personnel reduction, 29 percent, and the second one is
the reflection on the dollar decrease.

With that $30-billion-or-so savings in personnel, we concluded
not to make that sort of a reduction in the readiness in the O&M
account, which is a principal effect on readiness. Therefore, in the
next chart, here we are reflecting how the decrease in dollars in top
line gets carried into the O&M account.
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I want to give you a caveat to begin with that we have no single
line jtem in the budget or even a combination of several lines
which really captures readiness. A surrogate we are spending on
readiness is the O&M account, but I should caution you that there
are many other factors in the O&M account besides readiness
items.

With that caveat, though, let me observe that in fiscal 1995, the
force structure is down 7 percent, but the O&M funding increases
about 6 percent. The point I am making with this chart is that,
while the force structure is going down, we are not taking the
O&M account down proportionately to that because we are trying
to preserve readiness,

PRIORITY ON READINESS

® While Force Structure is Down 7%,
O&M Funding Increases 5.6%

® Budget Fully Funds Service Optempo

® While Weapons Inventories Shrink,
Depot Maintenance Funding Increases 20%

® Steady Budget Levels for Recruiting

Since this O&M account comprises many factors, not including
readiness, | have a few other points here which are more directly
related to readiness. The first is the so-called Optemp, Operational
Ternpo budget. Here my point is that each of the Services re-
quested Operational Tempo money, and this budget fully funds all
of those requests.

Second, they requested an increase in depot maintenance funding
of 20 percent. This is the fact which most importantly reflects the
readiness of our equipment when it was called upon. We had a
backlog in our depots, and so we dealt with that backlog by budget-
ing an increase in funding of about 20 percent for depot mainte-
nance.

Finally, we maintained a steady budget for recruiting.

If T go on to the next chart, I see another way of reflecting readi-
ness. This is taking the operating resources that are budgeted in
this account and dividing them by the combat units which we have.
This chart shows that from 1993 to 1995, the Army has budgeted
operating resources, an increase of 14 percent per combat battalion,
the Navy has budgeted an increase of 11 percent per ship, and the
Air Force has budgeted an increase of 12 percent per aircraft.
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ANNUAL OPERATING RESOURCES PER UNIT
(1993 = 100)

FY 1993 FY 1994 FY 1895

Combat Battalions

il LRS-

o Army 100.0 1025 114.0
Ships
o Nawy 100.0 108.1 110.7

Primary Authorized Aircraft
e AirForce 100.0 109.3 111.7

Senator DOMENICL. Mr. Chairman, might I clarify something?

Senator CONRAD [presiding]. Certainly. Yes.

Senator DOMENICI. What does that mean to add to an annual op-
erating resources like that, 14 percent for the Army? Could you

ive us some examples? What does that mean, that 14 percent?

Secretary PERRY. This is John Hamre, our Comptroller. Let him
join us on this.

Mr. HAMRE. In this instance, we are showing the most aggr:gnte
collection of dollars, and that is the total O&M account divided by
the total amount of force structure combat power that is within
each of the service categories. So this is everything. This is the -
training time. This is the training tempo.

Senator DOMENICI. Yes.

Mr. HAMRE. This is the spare parts maintenance, the replenish-
ment of spare parts.

Senator DOMENICIL All right.

Mr. HAMRE. It is & composite picture or a composite ﬁﬁe.

I should also mention, these are in real terms. We have taken
out the effect of inflation. So you are seeing a real activity increase
over this period, sir.

Senator DoMENICI, Thank you very much.

Thank you, Mr. Secretary. .

Secretary PERRY. Let me also add, Senator Domenici, that this
also includes some items in the O&M account which are not related
to readiness, and we will go back and talk more about them as we
go on.

Senator DOMENICL Sure.

Secretary PERRY. This is a very crude indicater, and it ehould not
be looked at as a fine tool. The next chart also represents a crude
indicator. It simply takes a total O&M account and divides it by
the military end strength. For the Army, that has gone up 9 per-
cent per person in the Army over the 2-year period; 9 percent in
the Navy; and 17 percent in the Air Force. se are only to be
rough indicators that show you that what we were doing in the
1970's, which was holding force structure constant while we took
down readiness, we are not doing now; that as the force structure
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comes down, the readiness account is not going down at the same
level.

OPERATION AND MAINTENANCE

Costs Per Military End Strength’
: (1993 = 100)

FY 1993 FY 1994 FY 1995

& Army 100.0 96.9 109.4
® Navy 100.0 104.5 109.1
e Air Force 100.0 107.3 1171

That was the principal choice we made. Now, how we made that
choice is another issue, and that is each year when we put this
budget ther, the first action, the initial action is that the Sec-
retary of Defense gives each of the Services guidance, On the basis
of that tEu.idam:e, each Service prepares its budget.

For the first time this year in the guidance, indeed, in the first
page of the gidance, the Secretary stated that the first priority of
each of the Services will be maintaining readiness. That is the first
tir%e that has evgbeenstated that way intt]l;:al?uunt.

o emphasize the point, we go on to say that if there is anything
else in this guidance that con.ggcta with the readiness, then readi-
ness may be traded off in favor of those other conflicts. So we have
stated as clearly as we could to the Services that readiness is the
first priority, and this is reflected in the dollare which were put
into the O&M account. :

Let me turn to modernization because we have a very different
story in modernization. I have represented in this next chart the
five criteria that Mr. Deutch used in putting together the readiness
budget. First, it is that he sustains a strong science and technology
base. I will demonstrate to you that we are doing that.
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BUR--ESSENTIAL MODERNIZATION PROGRAM
SUSTAINED

® Sustain Strong Science & Technology Base

e (Continue Investment in Next Generation Weapon
Systems

e Refocus Ballistic Missile Defense Program
® Sustain Strong intelligence Program

® Preserve Key Elements of Industrial Base That Would
Otherwise Disappear

Second is that we continue investment in a selected number of
next-generation weapon systems; very, very few, as it turns out,
but there are a few in here. The C-17, the F-22, and the V-22 are
examples of new-generation systems that are fully funded in this
budget that is submitted to you.

The third was refocussing ballistic missile defense program. Es-
sentially, all of the funds that were previously devoted towards de-
veloping the next generation space-based defense system or con-
tinental defense system have been dramatically reduced, and what
remains in this budget is an increased emphasis on developing,
building, and deploying a theater ballistic missile defense program.

The next two items have to do with sustaining & strong intel-
ligence program. We believe that in this uncertain world we live in,
the last place we want to make cuts is in our intelligence.

Finally, because of the dramatic cut in the procurement budget,
we have to take special measures to protect certain elements of the
industrial base which otherwise would simply disappear, and I will
make that point to you better by the chart that is coming up, two
charts from now.

If I go now to the impact of those decisions on the modernization
funding, this is, perhaps, the most dramatic chart in the presen-
tation which shows you what is happening to the R&D and the pro-
curement account.
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MODERNIZATION FUNDING
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It says that R&D, while it is going thro a moderate decrease
during the 1990's, still remains at a higher level at the end of this
decade than it was during the end of the 1970's.

I was the Under Secretagof Defense for Research and Engineer-
ing during the late 1970s. So I have a full appreciation of what was
in that R&D budget. That was the era in which we were developing
the systems which were later used in Desert Storm. So we have a
very good validation of the fact that you can sustain a robust R&D
Program at that level of ing, and that is, essentially, the level
we will be going down to tow the end of the 1990s.

In the procurement account, however, we have a very different
story. We are cutting from the procurement in the mid-1980s,
We are cutting more than %5 of that procurement account out, and
that will re its bottom this year, fiscal year 1994, and essen-
tially stay constant in fiscal year 1995.

If you will look at that chart carefully, you will see that in the
3-out years in this program, 1997, 1998, and 1999, we have budg-
eted a moderate increase in the procurement account, and let me
give you the rationale. First of all, we can make a major decrease
in modernization simply because there are fewer airplanes, fewer
ships, fewer tanks in the force structure because we have a smaller
force structure. Therefore, you would expect a substantial decrease
in this procurement funding.

This cut in 19893, 1994, and 1995 reflects more than that lower
force structure. It also reflects the fact that, as you bring your force
structure down, you have excess inventory for a number of years,
and we are living off that excess inventory and will continue to live
off it for another few years. By the latter part of this decade, we
will no longer be able to live off it, and we now have to start mod-
est rebuilding of the force at that stage, and that is why we have
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ipgicated an increase in procurement towards the end of that pe-
riod.
If we want to get the specific effects on the procurement, I go to
the next chart. This shows you, in a rather dramatic form, the im-
pact of this budget on the defense industry. This represents the
market decline for companies that are in the defense industry.

HISTORICAL PROCUREMENT DATA

Ships Aircraft Tanks Strategic Missiles
Down 80% Cown B6% Down 100% Down 95%

307

2 943

L

FYS0 FY35 FYso FY9s FYS0 FYRS FYS0 FY9S FYS0 FYB5 FY$0 fris FYR0 FYRS FY80 FY95

The first one shows ships from the peak of 1985 of building 29
ships a year. In the fiscal year 1995 budget, we are down to 6,
which is about an 80-percent decrease in procurement of ships, Air-
craft is from 943 to 127, which is an 86-percent decrease. Tanks
are down from 720 to 0. This fiscal year 1995 budget includes no
funds at ail for the procurement of new tanks.

What is suggested by this chart is something which is felt by
every company in the defense industry, which is a dramatic decline
in the defense market, and that is a problem for companies in the
defense industry. The problem 1 maedp to address, though, is what
parts of that industrial base are important for us to sustain into
the future and how do we sustain those bases.

Let me take the tank case, for example. Tanks are down 100 per-
cent. We are procuring no tanks in fiscal year 1995. We want to
retain the capability to build tanks, How are we going to do that?
It is done by two different methods, one of which is in the 1995
budget. While there is no money for building new tanks, we have
substantial funds for modernizing and upgrading the existing M—
1 tanks to the M1A2 version. This will give us not only a greatly
improved tank in our inventory; but also it will occupy key tech-
nical and production people at the tank factory and, therefore, en-
gage their capabilities into the future. Second, we do have some

oreign sales of the tanks, and that is another way of maintaining
that capability.
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Cha‘i’rman SASSER. What did you say was another way,Mr. Sec-
retary’

Secretary PERRY. Pardon me?

Chairman SASSER. The last part you said was? S

Secretary PERRY. I said there are two methods of maintaining
the tank capability. The first one is the upgrade program we have,
and the second is the foreign military sales. .

Chairman SASSER. I was afraid that is what you said.

Excuse me. Go ahead,

Secretary PERRY. ] should make e point about the foreign mili-
tary sales, which is regardless of how interested we are in main-
taining our industrial base, the dominant criterion for determining
whether any weapon system, inciuding the tanks, are sold to a for-
eign government still is a national security decision, not an eco-
nomic decision.

In the case of ships that are down 80 percent, we are maintain-
ing our industrial base there by several different devices. First of

, in the case of cruisers, we are building sufficient ships to main-
tain several shipyards with that capability. In the case of nucle
submarines, that is not the case. Nuclear submarines, we are goi
from a force of just under 90 nuclear submarines to a force of just
under 50. Therefore, we do not need to build submarines for the
rest of this decade in order to maintain those force levels.

We have elected to build, and it is in this budget, another
Seawolf submarine in order to sustain the capabilities for building
nuclear submarines. That is a oontmveming decision. You may
want to challenge the wisdom of that ju ent. I will be happy to

defend why we made that decision and the importance, I of
ke}?&pg':fl this in the budget.
i , in the case of aircraft, while our aircraft are down 86

percent, we continue to maintain both development and production

rograms for fighter aircraft, and I believe we will sustain our

Eg%'ter aircraft base sufficiently with the %r:grama in this budget.

e will lose the capability to build bom rs in this budget, and

we have made no provision for sustaining a bomber industrial base,
and this budget may be challenged on that basis.

Chairman SASSER. Mr. Secretary, before leaving this chart, I
note that you are continuing to acquire strategic missiles. What is
the definition of strategic missiles? Are they ICBM's?

Secretary PERRY. Yes; Intercontinental Ballistic Missiles and
submarine-launched ballistic missiles, This is as opposed to the air-
to-surface missiles which we use on tactical aircraft or the air-to-
air missiles which we use on tactical aircraft.

Chairman SASSER. Thank

SecretaryPERRY.ThelBtﬂt see reflected in that chart, we
are building Trident misailes. t is the last strategic missile
which we will build, and we have stf:gped production altogether of
ICBM’s, and the only intercontinental or strategic missile we are
now building is the Trident missile,

,If this previous chart reflected the imperative of doing business
differently, this next chart tells you what it is we are doing to meet
that imperative.

First of all, we have a major program underway—it says here to
streamline, but I think it is fair to say to dramatically reform, our
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acquisition process. We can achieve about half of that reform, I be-
lieve, by changing our processes within the Defense Department,
and we have established process action teams in many different
areas that are moving in that direction already.

DOING BUSINESS DIFFERENTLY

e Launches Campaign to Streamline Acquisition Process

® Launches Effort to Reform Financial Management
System

e Provides Funding for Base Closures and Aid to
Communities Losing Bases

® Provides $5.7 Billion for Environmental Restoration and
Pollution Prevention

The other half of the change requires some legislative change,
and there are before the Congress today several different bills, two
in the Senate and three in the House, that are proposing acquisi-
tion reform. I invite your support for these bills because, in order
to get the full benefits of acquisition reform, we will need legisla-
tive changes.

1 might sa]ir that the principal thrust of acquisition reform is to
make the full national industrial base available to the Defense De-
partment, so that the Defense Department is not limited to that
rather specialized segment called the defense industry. We could
afford to be limited to the defense industry when we had $100 bil-
lion a year of procurement. Now that that has been decreased and
is at a substantially lower level for the indefinite future, it is no
longer prudent for the Defense Department to be limited only to
the defense industrial base. So one of the objectives of acquisition
reform is to integrate the defense industrial base into a National
industrial base, so that the Defense Department has the entire na-
tional base available as a supplier.

The second imperative for doing business differently is to reform
our financial management system. I can tell you that when I be-
came the Deputy Secretary and had the responsibility for
overseeing our financial management system and had a detailed re-
view of it, I was a;;falled by the state of our systems and by the
state of the financial processes we used. We do not have it in the
Defense Department, Eere at the Defense Department, the biggest
business in the world, and the financial management systems we
use to oversee that are archaic and obsolete.

We have a major program underway to change that. I might say
the regrettable part of this is that, while it can save us money in
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the long term, it is going to require some investment in the short
te:

TI.

The third bullet talks about getting our infrastructure down.
That involves reducing civilian personnel, and it involves closing
bases. In this budget, it includes some funds that are necessary to
effect the closing of the bases. While over the medium to long term,
closing bases will save us money, in the first few years after base
closing, it is an expensive item, and this budget not only includes
the ongoing expenses for the basis which were closed in 1993, but
it makes an estimate of what bases might be closed in BRAC 1995
and includes some funds also for facilitating the cloging of those
bases not yet on the base closing list.

Finally, there is almost $6 billion in this budget for environ-
mental restoration and pollution prevention. This is one of the fast-
est-growing items of the defense budget. What is in this budget,
the bulk of that $5.7 billion, are clean-up items which we feel
obliged to do because of law or regulation, and we believe we have,
essentially, no choice in those items except a choice, perhaps, of
timing of when we do them.

We have also included a small amount of money, discretionary
money, for pollution prevention. This is a small investment now
thatwearemaki.ng,sothntmysueoessorntheSemtaryandhis
successor will not be faced with this $6 billion a year for clean-up
every year; that is, it is preventing the pollution which will lead
to these heavy billg in the future.

The final increment of funding in this budget, if you go to the
next chart, is called defense reinvestment. The bﬁst part of the
decrease in the defense spending is going into o parts of the
Federal budget, but there is $3 billion of it which is reinvested
within the Defense Department, $2 billion of which goes to dual
use technology investment. These are R&D Programs where we are
spo:rn:ring R&D that is useful to defense, and webynre getting the
contractors to cosponsor these programs, typically, putting up 50
percent of the funding, so that they can use this same technology
for application to commercial products.
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DEFENSE REINVESTMENT
AND ECONOMIC GROWTH INITIATIVES
($ in Billions)

FY 1995

Dual Use Technology Investment 2.1
Personnel Transition Assistance 1.0
Community Assistance 0.2
Total DoD Programs 3.3

This is a program that is intended to be a win/win program. It
helps both the contractor do commercial development and the De-
fense Department in advancing R&D which is useful to defense.

The key portion of this program is called the Technology Rein-
vestment Project, which was launched in the spring of this year
and already has something under a billion dollars invested in it,
and over the period of this 5-year program, there are several bil-
lions of dollars that would be invested in this sort of R&D.

The other two items here, personnel transition assistance and
community assistance, are money that we invest to mitigate the
problems that occur with the draw-down in defense and with pull-
ing bases out of communities. These are funds to retrain personnel
who are loging their jobs, and they are funds to assist communities
who have bases taken out of the communities. This fund is pri-
marily for assisting them in replanning and developing a re-use
program to convert over into commercial use.

I talked about the defense reinvestment, I want to show you how
this goes, relative to reinvestment, out of defense and into other as-
pects of the budget.

This next chart shows you the 50-year period, 1950 to the end
of the century, defense outlays as a share of gross domestic prod-
uct, and these are in real dollars. The interesting thing about this
curve is there is a conical downward trend and that there are three
major peaks. The first peak which shows defense as 12 percent of
gross domestic product (GDP) was the Korean War. The 9 percent
was the Vietnam War. The 6 percent of GDP was the peak spend-
ing during the Reagan defense build-up at the peak of the cold war.
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Defense Qutlays as a Share of GDP
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In the FYDP we have presented to you, we project that going
down to 2.8 percent of the gross domestic product by the end of this
decade. The number for this fiscal year, fiscal 1995, is 3.4 percent,
on the way down to about 2.8 percent.

Another way of representing that is the next chart which shows
defense as a share of Federal outlays. This is now looking at de-
fense as a part of the Federal budget, and we see 57 percent during
the Korean War, 43 percent during the Vietnam War, 27 percent
during the Reagan defense build-up, and we have that projected,
going down to 13 percent by the end of this decade, which is, of
course, the end of the century. The number for fiscal 1995 is 17
percent of the Federal budget. In terms of defense reinvestment,
this represents the reinvestment from defense expenditures to
other Federal expenditures.
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The next chart now simply gives you the numbers for the FYDP.
Fiscal year 1994, the year we are now in, is about $250 billion, and
fiscal year 1999, the end of this decade, it shows again about $250
billion. So, in current dollars, we project for this 6-year period, es-
sentially, a flat budget, which is to say that the budget will be de-
creasing by the rate of inflation during that period.

NATIONAL DEFENSE‘TOPLINE
(Current § Billions)

1994 1995 1996 1997 1998 1999

BUDGET AUTHORITY

DoD Military 249.0 2522 2434 240.2 248.7 253.0

DoE & Other t1.9 115 1.9 11.8 12.0 121

Total Nationa! Defense 260.9  263.7 2553 252.0 258.7 265.1
% Real Change -9.0 -0.9 -5.9 -4.0 -0.2 -0.3

OUTLAYS

Dab Military 267.4  259.2 2494 2446 2447 2455

DoE & Other 12.5 115 1.9 11.8 11.9 12.0

Total National Defense 279.8  270.7 261.0 256.4 256.6 257.5
% Real Change 6.0 «5.2 -6.4 -4.5 2.7 -2.4

If you go down to the intermediate line that says “percent real
change,” you see the real change reflected then. There was a 9-per-
cent decrease, as Senator Domenici has already pointed out, in
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1994, just under 1 percent in 1995. We are reflecting about a 6 per-
cent and a 4 percent decrease during 1996 and 1997. Then we
project the budget flattening in 1998 and 1999.

If you reflect back to the chart which I showed you on procure-
ment, which shows the &rocm'ement dollars starting to go up again
at the end of the year, that is primarily what causes this flattening
effect to take place in 1998 and 1999.

A final philosophical point here is that I rﬁgrre:ent this budget
is more than a compilation of programs and dollars. It is a strategic
investment plan and it is based on the bottom-up review. While
you may or may not agree with every aspect of the bottom-up re-
view, it does give us a common understanding. It gives us a lan-
guage for discussing why we are doing what we are doing because
it connects the strategy with the force structure and the cost.

The last two charts, I am sure you have seen before, and I won’t
dwell on them. This shows that defense in the 1995 budget is actu-
ally just under 18 t of the Federal budget. The next chart
shows the change during the decade of the 1990s. I have talked
several times about a major drop in defense spending during the
1990s. That comes to about 85 percent in real terms. That is the
red chart at the bottom. There was a 35-percent decrease, during
which period the mandatory spending increases have been about 38
percent and domestic discretionary spending about 12. So this gives
you a relative flavor of how the overall Federal budget has gone
during the decade of the 1990s,

1995 FEDERAL OUTLAYS = $1.52 Trillion

ENTITLEMENTS
$764B = 50%

DEFENSE
INTERNATIONAL
$2718 = 18% TERNATION,
MANDATORY DISCRETIONARY
SPENDING SPENDING
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DOMESTIC DISCRETIONARY, DEFENSE AND MANDATORY OUTLAYS
Cumulative Real Changes FY 1990 - FY 1999

w__

1] .
DEFENSE
QUTLAYS

DECREASE 35 %

MANDATORY DOMESTIC
SPENDING DISCRETIONARY
SPENDING

INCREASES 38 %
INCREASES 12%

i

Mr. Chairman, that concludes my remarks, and I will be happy
to field any questions which you would like to put before us.

Chairman SasSsgR. Thank you, Mr. Secretary.

[The prepared statement of Secretary Perry follows:]
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STATEMENT OF SECRETARY OF DEPENSE WILLIAM J. PERRY
IN CONNECTION WITH THE PY 1995 DEFENSE BUDGET
SENATE BUDGET COMMITTEE
MARCH 9, 1994

Mr. Chairman, members of the committee, it is a pleasure for
me tc be here today to present President Clinton's fiscal year
(FY) 1995 defense budget.

During my confirmation hearing, I laid out six
responsibilities for the Secretary of Defense. One of the
responsibilities is to prepare the annual defense budget that
allocates resources and makes program decisions.

“The budget is a powerful tool through which the Secretary
implements defense strategy. Through the budget process, I as
Secretary set my priorities for the Department. Tecday I want to
talk about how this budget reflects the strategy we have adopted
to build a post-Cold War Department of Defense (DoD). 1 want te
share with you my priorities and lay out the rationale for my
choices. Por the budget is about choices. We could pretend
that every decision was based on pure logic, but we know that is
not s8o. Nor is there enough money to cover every option, to
hedge every bet. I expect discussion, perhaps even challenges.
It is time to open the debate.

Today 1 am presenting a post~Cold War budget. It reflects
the realities of our inherited force structure. We have a
quality force, but the size of the force structure is both a
blessing and a burden. We have large stocks of top-quality
equipment, which in FY 1995 continue to provide options
regarding future modernization. We also have a force larger
than we need, one that requires a few more years of downsizing,
and an infrastrycture that requires further shedding, a process
which we have discovered has heavy up-front costs.

Defense Themes

{Chart 1} There are five major themes which I would like to
highlight in this budget.

Pirst, it implements the Bottom-Up Review.

Second, it protects a ready-to-fight force, It tells you
what we have done to put reality into our rhetoric about
readiness.

Third, it redirects our modernization program, taking
advantage of our existing force structure while planning for the
future.

Fourth, it starts to do business differently. There are
serious fiscal implications if we do not manage better. Without
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management changes, we will not have gufficient funds for the
future. As it is, we know that we have to plus-up the
procurement accounts in the outyears to begin the process of
“recapitalizing" the force. If we fail to manage better,
overhead will drain funds from other accounts. We will have no
choice but to rob from readiness or increase the topline.

Finally, this budget reinvests defense dollars intoe other
areas of the economy, including deficit reduction.

Post-Cold War Force Structure

(Chart 2) Let me begin with force structure. The Bottom~Up
Review served as the heart of our force structure planning. The
Review concluded that our basic ferce structure should be sized
to fight two medium-sized regiocnal conflicts (MRCs) nearly
simultaneously, and it defined the minimum needed force
structure. Additionally, we allowed the requirement for
overseas presence to help size the force. The structure we
proposed then, and which is supported by this budget, allows us
to meet these requirements.

Our budget continues the drawdown begun by the previous
administration and takes it to the BUR levels at the end of the
Future Years Defense Program (FYDP). In some areas, we will
reach these levels more quickly, an important facter since
significant savings will accrue and be available to plow back
into ether investments. We are already close to the BOUR level
of four Marine divisions; we are getting close to 346 ships and
the 13 active fighter wings. In other areas, we are on a more
gradual glide path because we need to make the eahancements that
will help us compensate for a smaller foree structure. When we
reach the BUR levels, the overall force structure will have come
down about 30 percent from its peak in the '80‘'s.

Manpower

(Chart 3) The overall manpower levels have come down as you
wvould expect with the declining force structure. One notable
change is the increased emphasis I have placed on reducing the
civilian support structure in a way that is commensurate with
the drawdown in military forces. This is a painful process, and
ve must continue to fund the programs that allow us to minimize
RIFs. We must also adequately fund employee transition
programs that permit discharged military perscnnel the best
possible chance to £ind work in the civilian economy.

The good news in this process is that, with the ‘95 budget,
we are almost at the end of the personnel drawdown. Sc the
personnel turbulence which so heavily affects morale will be
largely behind us at the end of the ‘95 budget year.
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(Chart 4) During the Cold War the costs of manpower stayed
about level. Now we are cutting deeply in this area. The
savings from a smaller force structure are considerable, about
§36 billion. We are already realizing most of these savings.
This is the prime example of a choice in priorities, We have
chosen to cut force structure in order to preserve readiness.
This is the opposite of the judgment we made in the 1970's when
we maintained a force of 2.1 million people, but deeply cut the
Operation and Maintenance [O&M) accounts. That approach led to
the "hollow force" of the 70's. Instead, we have determined
that we can effectively function in the post-Cold War era with
smaller forces, if those forces are ready.

K Priority on Readiness

(Chart §) We are taking those savings and investing them in
the Operation and Maintenance accoufits as the most direct way to
preserve readiness. While the force structure will decrease 7
percent between FY 1994 and FY 1995, we have increased O&KM
funding by 5.6 percent. We have also fully funded Service
Optempo requests. We have also decided that even while weapons
inventories are shrinking we need to increase depot maintenance
funding by 20 percent. Finally, we are maintaining the budget
levels for recruiting. FY 1994 was as good a recruiting year as
ever in terms of numbers and guality, but we must counteract the
popular perception that we can no longer offer full careers. We
nmust resist the temptation to save dollars on recruiting.

These are areas where the Secretary of Defense can make his
priorities known. I cannot go out and repair a broken airplane
ot ship, but I can make sure that the military services give
readiness their highest priority. We even put this instruction
into the front end of the fiscal guidance. The services were
told that readiness is the first priority and that all other
guidance could be traded-off if they needed to program funds for
improved readiness.

{Chart 6) One of the challenges in making this sort of
decision is te find ways to explain the effect that added
funding for readiness will have. One of the best ways we have
found is to look at the funding per unit of military activity -
the funds available to operate a plane, a ship, or a combat
battalion. Through this measure we are able toc show, by
activities and capabilities in the field, the relative increase
in funding we have provided for readiness.

(Chart 7) We can alsc look at the increase in funding
relative to the manpower levels in each service. For example,
you can see that the Air Force has chosen to increase its O&M
Telative to Air Force end strength.

This dollar emphasis on readiness translates into people's
ability to do their jobs with high confidence of success.



.. .846

125

Needless to say, increased funding for training and maintenance
is important for morale.

Modernization Approach

(Chart 8) The next priority 1 have set for the Department,
with John Deutch's help, is to redirect our modernization
progtams. Again, this decision is consistent with the strategy
laid out in the Bottom-Up Review, which premised our two MRC
strategy on force enhancements.

Pirst, we will sustain a strong research and development
effort. I firmly believe that we can and must continue to
provide our forces the kind of advantage we had in Desert Storm.
In the business world it might be called an unfair competitive
advantage, but in combat it is called winning, and winning with
minimum casualties. Additionally, a strong RsD effort is
essential to provide a foundation if we ever have to
reconstitute our forces.

Second, we need to continue tc buy some next generation
weapons. This is our commitment to the next generation of
Americans. The C-17 is crucially important to the Bottom~Up
Review strategy. We are also forging ahead with the F-22. But
these are a select few programs.

Third, we have refocused the Ballistic Missile Defense
Program to give first priority to theater defenses.

Pourth, have emphasized intelligence. We cannot dismantle
it. The world is a dangerous, uncertain place, and many of the
diverse threats we face today are difficult intelligence
targets.

Finally, we want to preserve key elements of the industrial
base that would go away if it were not for our suppert. This
may be one of the most controversial decisions we have made, and
I would be happy to discuss it at length.

(Chart 9) Por the past twenty years the procurement budget
has been on 2 roller-coaster ride. Research and Development has
been more stable; it has come down some, but it is still higher,
in constant dollars, than in the late 19705 when we developed
the weapons used in Desert Storm. I want to maintain RD at a
robust level.

The most difficult choice we have made is on procurement,
and this will be a point of contention for many with this
budget. Pirst let me say that we cannot sustain these low
levels of procurement for long, and we are projecting an
increase beginning after '95, when it goes up by 20 percent
between '96 and '99.

80-8720~-94 -5
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{Chart 10) We plan to continue the drop-off in near-term
procurement that started in the Bush Administration. We will go
from 20 ships in 1990 to six in 1995, from 511 aircraft in 1990
to 127 in 1995 and from 448 tanks in 1990 to zero in 1995. The
tank story is not a complete picture since we are doing some
upgrade work, which keeps the industrial base warm, but the
contrast to the recent past is dramatic.

There are twe reasons for this drop off. _Pirst, we are
projecting a much gmaller force structure, down 30 percent. And
even when we hit a steady state, we will have smaller buys than
the past. Second, as our force size goes down, we can live off
the inventory we built up for the Cold War.

The biggest challenge we will face during the transition
will be fine~tuning the industrial base. Attack submarine
foreces is a geod example. Based on 2 90-sub force with a sub
life of 30 years, the required build rate would be three per
year. A projected 45-sub force would require only cne-and-one-
half submarines to be built per year. But as we draw down to
that 45=-sub level, we really have no need to build new
supmarines until after the turn of the century. The reason we
have chosen to invest in a new Seawolf over the next few years
is to keep the industrial base active at a minimum level until
we need to start buying again at a steady-state level.

Each case will be different. For tanks we can handle the
industrial base issue through upgrades and foreign military
sales, For submarines we will need a stretched-out buy. With
airplanes we have enough procurement, and with the development
programs for the F-22 and the new F/A-18 version, we can be
confident that we will have suppliers out into the future.

Doing Business Differently

{Chart 1l1) Related to the need to increase procurement
after '96 is the requirement to do business differently. In
this budget there is not enough money in the cutyears to
increase the procurement accounts unless we cut our costs. That
means acquisition reform is a real need and not just a good
idea.

In addition, we need to reform our financial management. It
is a mess, and it is costing us money we desperately need.
Third, we need to continue to shed infrastructure. We urgently
need the help of the Congress for all these activities.

Rll three efforts are designed to save money in the
outyears, but none will save money immediately. There is no
line in this budget for projected savings from acquisition
reform. We will not credit those savings until we can precisely
identify and verify them. Tc do the base closure process
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correctly and quickly requires significant funds, and better
financial management requires investment in new systenms.

Taking care of the environment is in a slightly different
category, but there are parallels. We must spend heavily to
clean yp past mistakes, and this is money which is an increasing
drain on regular military accounts. But we are alsc trving to
prevent the need for expenditures of this sort in the outyears.
It is important to note that there is an additional $5 billion
in the Department of Energy budget for clean-up.

{Chatrt 12) The last theme I want to stress in this budget
is defense reinvestment, totaling a little over §3 billion.
Much of this money is being put into dual use technology, where
there is a clear benefit to Defense as well as a benefit tc the
commercial sector,

(Charts 13 § 14) The overall picture for Defense as a part
of the national eccnomy and budget shows the dramatic shift in
resources from Defense to the non-defense side of the econony.
Defense outlays are now down to 3.7 percent of GDP and heading
toward 2.8 percent in ‘99, Defense cutlays are already down to
17 percent of the Federal budget. That represents a significant
peace dividend for the American people.

(Chart 15) This is the topline showing what we are planning
to spend for America's defense.

A Strategic Investment Plan

{Chart 16) 1In sum, the President's FY 1995 defense budget
represents a strategic investment plan. It js a blueprint for
getting us to where we want to go. It is based on a common
understanding of strategy and what is needed to Carry out that
strategy derived from the Bottom-Up Review, The Bottom-Up
Review provides clear goals for ensuring America's defense. The
budget connects cur strategy to force structurs and costs. I
believe that it fulfills the President's pledge to sustain the
"best-equipped, best-trained, and best-prepared fighting force
on the face of the earth.*

Let me now turn to several subjects that I believe might be
of special interest to this committee.

The Bottom-Up Review

(Chart 17) First, some additional comments on the Bottom-Up
Review, This study was truly a milestone for Ametica's national
security. The BUR sclidified a consensus within DoD on the
potential risks to America‘s security, the defense strategy
needed to protect and advance our interests, and the military
capabilities required to carry out ocur strategy to counter those
tisks., It also produced an affordable plan for the continuing
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modernization of U.S8. forces and for managing the industrial
base to support a modern foree. Finally, the Review achieved a
consensus between DoD's civilian and military leaders on the
most critical elements of a balanced program to achieve the
needed U.S. security posture.

Perhaps the most important and controversial BUR conclusion
was that the cptimal U.S. force should be one sufficient te
fight and win two nearly simultaneous major regicnal conflicts.
This conclusion reflected a concern that if America were to be
drawn into a war with one regional aggresscr, another could be
tempted to attack its neighbors--especially if it were convinced
that the U.S. and its allies did not have enough military power
to deal with more than one major conflict at a time. Moreover,
sizing U.S. forces for more: than one major regional conflict
will provide a hedge against the possibility that a future
adversary might one day mount a larger than expected threat, In
sizing U.S. forces, we alsoc committed ourselves to maintaining a
strong overseas presence, which is essential to ensuring the
vitality of our alliance relationships and maintaining stability
in critical regions.

Defense Spending and Total Pederal Qutlays

(Chart 18) I recognize that this committee must consider
defense spending in the larger context of the federal budget,
and that there are enormous pressures to reduce the deficit and
preserve domestic programs that direetly affect our people. In
that regard, this chart depicts the defense portion of this
larger picture. It illustrates that focusing on Defense as the
major cure for the deficit is out of proportion to its share of
federal outlays. Let me hasten to add, however, that the
primary reason that President Clinton and our nation's defense
leaders oppose cuts beyond those planned is that it would carry
excess risk to our future security.

{Chart 19) This chart shows that during the 1990s defense
outlays are coming down dramatically. Defense is contributing
to deficit reduction far in excess of its share of the federal
budget. UOnfortunately, increases in other segments of the
budget dwarf our decreases--hence our nation's political leaders
must continue their fully justified concentration on deficit
reduction. My message here is simply that preserving America's
future security must be as strong a concern.

The FYDP Punding Shortfall

{Chart 20) Finally I would like to explain the $20 billion
funding shortfall that has received quite a lot of attention.

The Bottom-Up Review was undertaken without a precise
defense spending target in mind. When the BUR was completed,
the Department found that the BUR program exceeded the
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President's spending levels by a total of $13 billion over the
FYDP period. Secretary Aspin committed to finding the remaining
$13 billion during the normal review for the FY 1995 budget and
FYDP. Reductions were made tc many programs to achieve this
goal. However, two developments complicated the budget review.

FPirst, Congress provided a pay raise for military and
civilian federal employees, whereas the Administration had
proposed a pay freeze in FY 1994. The conseguence of the pay
raise was to increase funding requirements over the PYDP period
by over $11 billion. This was a real bill that had to be paid
because the pay raise was mandated in law,

. Secondly, the rate of inflation in future years was
projected to be higher than was estimated at the time the
FY 1994 budget was developed. Because of this change, it was
estimated that DoD would need about $20 billion more to pay for
the BUR program over the FYDP period. Unlike legally mandated
pay raises, these inflation estimates are likely to change
several times during the year, and may well result in inflation
cost growth below the $20 billion over five years now estimated.

President Clinton reviewed these factors in December. At
that time he reaffirmed his commitment to the BUR program. He
also directed OMB to increase the overall DoD budget over the
S~year period by $11.4 billion to provide for the effects of the
pay raise over the PYDP period. Eowever, the President opted
not to budget for the muiti~year inflation bill, which may or
may not come due.

In order to implement the President‘s directives, the
Department took two actions. It incorporated the full cost
implications of the pay raise provided in FY 1994, and it
repriced the BUR consistent with current economic estimates.
These actione resulted in a defense program that exceeds the
President's defense budget levels in the FY 1996-1999 period by
about $20 billion. Options to deal with this matter will be
considered in developing the FY 1996-2001 FYDP--when updated
inflation projections will be available. The President and the
Department of Defense remain firm in their commitment to the BOUR
and the need te properly finance it.

Individual DoD programs and activities, through whiech the
BUR is being implemented, all have been properly priced based on
current estimates of inflation. DoD leaders are confident that
planned forces and capabilities can be purchased for the monies
projected in the FYDP. The Department used realistic
projections for future costs, procurement schedules, likely
savings, and other planning issues.
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Chairman SASSER. One thing that comes to mind based on your
charts there, just doing some back-of-the-envelope calculations, it
appears to me that in 1990 there was about .5007 civilians in rela-
tion to active military personnel. In 1994, that ratio goes up to
.5441. That is a 10-percent increase in over 4 years in the relation-
ship between civilian employees and active military.

Vg'hy is that relations J) going up? In other words, we used to
talk & lot about teeth and tail, and it appears to me that the tail
is not shrinking nearly as fast as the teeth are here. .

Secretary PERRY. Senator Sasser, that is an astute point. It is a
point I have made myself in reviewing these charts, and I simply
gay I don’t accept this as the last word on the civilian decrease. I
gee no basis for the civilian personne! in the Defense Department
going down at a rate less than the active military is going down,
and I have already communicated that.

I should say there is a mechanical problem which is not easy to
solve, but which can be solved, and that is that we can change the
military end strength just by st,at:'mfl what it is going to be and the
military conforms to it, assuming that the Congress supports that
in the Appropriations Act.

We are not authorized to change civilian end strength that way.
We have to deal with civilian end strength by reducing individual
appropriations all along the way. It is a very different management
task to change civilian end strength, but the bottom line is that we
should have a decrease in civilian comparable to a decrease in mili-
tary, and I think when you see the 1996 budget presented to you,
you will see that reflected.

Chairman SASSER. Good.

Mr. Secretary, the Clinton administration has subsiantially
scaled back the ballistic missile defense funding it inherited from
its predecessor, the Bush administration. Over the period 1995 to
1999, the Bush administration had planned to spend nearly $40
billion for Ballistic Missile Defense activities. The Clinton adminis-
tration has pulled this total back from $40 billion to about $18 bil-
lion and reoriented the focus towards defense against theater bal-
listic missiles.

Now, it is precisely because of the Administration's progress in
bringing this program down to earth over the long term that it
causes me some consternation to see the request in the short term.
The Administration is requesting about $3.3 billion for ballistic
missile defense activities this year. That is an increase of about
$400 million, or 15 percent, over last year’s level.

I do not know of any other programs in the Department of De-
fense that are growing with the same magnitude as this ballistic
missile program. Most all of the increase, to be frank about it, is
in the program for theater missile defense.

Now, these programs are of much greater benefit to our allies
than th“ef' are to us. If you draw a circle of the range of missiles
that could be threatening from antagonists, not 2 one will reach
the United States, at least not the Continental United States.

Now, at a time when a lot of domestic programs are being cut,
why are we ramping up spending for theater missile defense, which
really protects our allies from threats on the periphery of Western
Europe and Asia? Most of these missiles that could be threatening
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now, when you get outside of Russia or Ukraine, have very, very
limited range, and they can only threaten perhaps portions of
Southern Europe, portions of the Middle East. But t ey are no
threat to the United States. Why are we upping our spending,
when our European allies, who are more directly threatened, are
doing virtually nothing about it or very, very little? _

Secretary PERRY. A few comments on that, Senator Sasser. First
is that this money for theater missile defense is intended to protect
our forces in the field, not the Continental United States. As you

inted out, we do not see a threat at this time to the Continental
{,Jonited States, so it is only intended to protect our forces in the
field, as, for example, when they were deployed in Desert Storm.

Second, though, your point about the interests of our allies is I
think entirely correct, and Mr. Deutch has had extensive and in-
tensive discussions, both with our allies in Japan and Korea on the
one hand, and our allies in Europe, relative to joint development
programs in this area, and we are vigorously pursuing the possibil-
ity of having such programs. That is not reflected in this budget,
because we do not have any such agreements yet. . o

We also are working jointly with the Israclis on their ballistic
missile defense program, which they call the Arrow, and exploring
ways in which we may be able to get some cross-benefit in that pro-
gram. But there is not much to show for that, and your point is
correct on that.

Chairman SASSER. I am frankly concerned about it, because, ac-
cording to a recent study by the Congressional Research Service,
while the United States has spent in excess of $32 billion on ballis.
fic missile defense research, our allies have spent less than $1 bil-
ion.

Now, what incentive is there really for our allies to increase
spending on ballistic missile defense research, when the United
States is continuing to pour money into it and continuing to further
ballistic missile defense research. If I were the French or the Ger-
mans or the British or the Italians, or even the Israelis to a certain
extent, I think I would be inclined to lay back and let the Ameri-
cans do it, let them spend the money on the research, and then
perhaps we could get in at the tail end and collaborate with them.

One other thing with regard to protecting our own forces abroad,
those forces by and large are there to protect our allies. Certainly
that was the original reason many of them were in Europe. That
is why they are in Korea. I think the psychology is wrong here. If
we continue to ramp up R&D spending on theater missile defense
research, I do not anticipate we are going to get much collaboration
or support from our allies, because the history has always been, as
long as we will spend and do it, they will urge us on and hold our
coat and let us do it, Mr. Secretary.

Secretary PERRY. ] take your point, Senator Sasser, and I can as-
sure you that we will pursue that vigorously.

Chairman SASSER. you, sir.

Senator Domenici?

Senator DOMENICIL. Mr. Chairman, I think I am going to yield to
Senator Grassley. I will have to go to the floor at about 11:30, but
if you are still on, I will run down there and come back. He has
‘been patient, and he has some observations he wants to make.
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Senator GRASSLEY. Mr. Secretary, I want to bring up the $20 bil-
lion inflation problem that is addressed here, and I want to put it
in some sort of historical perspective and ask your consideration.
This, of course, is for the outyears, for your future year defense
program. ,

I guess considering the historical perspective, with no accusa-
tions against your judgment when I look at the $20 billion problem,
it could be a ¥50 billion problem or it could be a $100 billion prob-
lem, because we have seen that happen in the past. But whether
it is a $20 or $50 or $100 billion problem, it does represent an over-
programming problem, and that is a problem, as far as I am con-
cerned, with the integrity of the defense budget.

Mr. Chairman, you and I have worked this problem together for
a decade. Most of the other members of the committee have not
been here that long, and so I would just add a little background.

In 1983, 1 was alerted to an internal DOD briefing that exposed
this problem and its adverse consequences. Then-Secretary Wein-
berger refused me & briefing. We ended up hauling an obscure ana-
lyst by the name of Chuck Spinney before a joint hearing of this
committee and the Armed Services Committee, with some high

"drama in the Senate Caucus Room. Of course, after that briefing,
that analyst was not 8o obscure, because he ended up with his pic-
ture on the cover of Time Magazine.

The point of the briefing was this, and it is still true today: The
over-programming game at the Department of Defense, which is as
certain as death and taxes, hurts our national security. The game
is like this: Costs are underestimated, while production buys and
appropriations are overestimated, and then, of course, that leads to
front-loading and to buy-ins which produce a procurement bow-
wave. And the consequences of the bow-wave are inevitable. When
the bills come due, the costs of everything go up, and the quantities
go down. And the taxpayers suffer, and then I think our national
security suffers as a result of it.

To put this in terms of something that my colleagues can under-
stand, I often refer to this, and have several times before, as a
blivet, which is 5 pounds of manure in & 4-pound sack. So I hope
that you see an analogy, Mr. Secretary.

What we have got here is $20 billion worth of manure that will
not fit into the budget, and it may be much, much more. My col-
leagues understand that, because we have the same problem in the
rest of the budget. We have to deal with it every year here in the
Congress, and we deal with it with something called appropriation
caps. And there are all kinds of games that you can play with it.

My colleagues also might understand the term from the Reagan
years, when we referred to it as a “magic asterisk.” I have these
charts here where I want to show that with the President’s budget
submitted on February 7, we see a gaping hole right here where
we had blanks for the outyear defense numbers, and that comes,
of course, from Table 5.1 on page 69 of the historical tables, just
as in this first chart I have here.
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1 have raised questions about this at a half dozen hearings, along
with other Senators. So last week we were sent some numbers and
that will be the second chart here. But notice the line that says
“Future Adjustments” right here. I had speculated that the reason
we got blanks in the firat place is because the numbers did not add
up and you would have to show a negative funding wedge or magic
asterisk to make that add up. Then, lo and behold, we did get num-
bers last week and, sure enough, the numbers do not add up and,
jul::i as sure, we have the appearance again of a magic asterisk, Mr.

rman.
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DoD Budget Authority by Title
(Current $ Billions)

FY95 FY96 FY97 . FY98 FY99

Military Personsd =~ 70.5 662 657 661 67.3

O&M 929 880 88.0 885 98.6
- Procurement 43.3 484 498 57.1 60.1
RDT&E 36.2 34.8 32.1 30.9 30.2
MdCON 5.0 7.9 5.0 4.7 4.0
Family Housing 3.3 3.6 3.7 3.6 3.9
Future Adjustments - -6.4 -5.4 -5.0 -3.3

Funds and Other 0.9 0.9 1.4 0.8 0.2

TOTAL DoD 252.2 2434 2402 246.7 253.0

Source: Office of Manogersant and Budget

I would like to say a word about the magic asterisk, because I
think, from an historical perspective, it is something that we ought
to think about as we consider the defense budget this year, because
we have been through it on this committee before.

Last night, I had an epportunity to Eull from my library a book
that David Stockman wrote about the budget game in Washington
during those years. He recounts the famous story of the magic as-
terisk, that tells about how this committee refused to let a budget
go through back in 1981 that had a line called future savings in
1t. That was $44 billion at that time, Mr. Chairman.

Howard Baker was the one who called it the magic asterisk. It
was not for the defense budget, but at that time it was for the en-
tire budget. Three of us on this side of the aisle voted against the
budget, against a President of our own party, and the budget
failed, at least at the committee level, at that particular time. That
is because this committee, it seemed to me, would not allow a
budget to go through that lacked integrity. We would not stake our
vote on a promise to make some tough choices manana.

Senator Domenici, then chairman of the committee, said—and
this is a quote from David Stockman: “The Budget Committee is
not going to buy a pig in a poke.” The pig was the $44 billion in
B:gtge: savings, the poke was the to-be-proposed-in-the-future as-

of it.

hﬁr colleagues on this committee I think understand this, and I
would suggest to them that this line here, “Future Adjustments,”
in a sense makes the entire defense budget at least for those out-
years kind of a pig in a poke. In this second chart, we see where
you went from all blanks, Mr. Secretary, and that is in the first
chart, to a page full of numbers with a negative funding wedge,
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and that line is called the “Future Adjustments.” The Stockman
budget called it “Future Savings.” Either way, it is kind of a magic
as%eriik, as | see it. fro n th

at you are saying, from my perspective, when you use these
words, is that we are going to make decisions manana. In fact, that
is exactly what I ﬂnnE you have said in your testimony. The Presi-
dent did not budget for this, and so you put in a negative plug and
you say you will deal with this next year. I do not Lﬁmk we on this
committee should buy that. At last we did not buy it in 1981 and
we should not buy it now.

Mr. Secretary, I want to refer to a speech that you gave at the
Association of Old Crows on October 12.

Chairman SASSER. The association of what?

Senator GRASSLEY. Old Crows. You spoke to them about the inac-
curacy of the past future year defense tprog'rm:ma and, of course, you
promised to correct it. I have a copy of your speech here. You men-
tioned that,

We have a dramatic over-capacity in industry today which aggravates a preblem
that we are facing of consolidation.

I would like to suggest to you that this over-capacity continues to
be fueled by over-programming in the future year defense program.

The General Accounting Oﬂlgce I hope will be out shortly with an
independent assessment at my request of the real extent of the
over-proIg'rammjng. I fear it is much, much greater than the $20
billion. If it were onJ! $20 billiop, which is less than 2 percent of
a 5-year defense budget, I think a good manager like you could
have resolved it, especially given the President’s instructions. The
fact that it is not resolved reinforces to me that the problem is
much ill'eater than $20 billion.

At this point, I would invite from you whether or not you agree
that the numbers do not add up and, second, could you guarantee
us that the mismatch is only $20 billion?

Secretary PERRY. The answer to the second question is no. Let
me get to the first question.

Senator GRASSLEY. OK. Go to the first question. Thank you.

Secretary PERRY. Let me go back to the speech I gave about pro-
E;amm' integrity and buﬁget integrity, an important point. We

ve made every effort we know how to make to put together a
budget that has integrity, and by that I mean that the programs
that are in this budget have been costed as honestly as we know
how to cost them.

Now, I want to draw a distinction between over-programming,
which is the point you were making, Senator Grassley, for whi
you have I think correctly critici previous budgets—I was on
your side in some of those arguments during the 1980's on the
over-programming budget—and a quite different problem, which is
the fact that we have to make a b-year budget estimate based on
an estimate of what inflation will be 5 years from now, or 3 years
from now, or 2 years from now.

We cannot do that, and that is why my answer to your second
question was no. I have no way of estimating inflation 3 years from
now or 5 years from now. Indeed, the so-called $20 billion problem
is precisely that problem. We put our programs together in the
spring of 1993, and we made our best estimate of what it would
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cost to do all of those programs. We translate that into dollars from
1995 through 1999, b on the then Congressional Budget Office
estimate of what inflation would be for those years.

Shortly before we submitted the budget, the CBO made a dif-
ferent estimate of inflation for those 5 years. When we reflect that
different estimate in, it comes out to $20 billion higher for the
same programs, $20 billion higher in then-year dollars than the
ones we had submi

So we were then confronted with exactly the same programs now
having a budget shortfali of $20 billion, because the mechanism by
which we submit budgets to the Congress does not permit it to be
in constant dollars. It is in then-year dollars and, therefore, you
have to estimate inflation.

Since that time, CBO has made another estimate of inflation,
and the recent figure is now $11 billion, instead of $20 billion.
When we get to actually submitting the 1996 budget—this is not
a problem of fiscal year 1995, the first problem occurs in fiscal year
1996—when we submit the fiscal year 1996 there will be a dif-
ferent estimate and we will have to somehow accommeodate that.
The problem may have gone away by then, if inflation estimates
have gone down, or more likely the ll[;roblel.u will be higher by then.

I submit that gives us an impossible problem of trying to budget.
What we can do is make the best estimate we can of program costs.
We cannot make independent estimates of inflation. We use the
€BO estimates of inflation. Every time they change that estimate,
we are going to get a different top line as a consequence of that.

If that system cannot be changed, then we have only cne alter-
native when we get to fiscal year 1996. That is, in fiscal 1996, if
this $20 billion figure still exists and we are looking in fiscal year
1996 at a $6.4 billion shortfall, then in fiscal year 1996 we either
have to get an increase in top line to accommodate the inflation,
much as the various entitiement programs have inflationary ad-
justments to them, or if that is not possible, then we have to cut
programs that we were planning to do, at that stage.

There is a third alternative that is conceptusl. The third alter-
native is that we could become more efficient in how we do our
business, and that was the famous Weinberger estimated savings
that would be included in the budget. I am in favor of becoming
more efficient, and we are working to try to become more efficient.
But I do not propose to put into our budget efficiencies that we
tk:}:iwe not been able to explicitly identify how we are going to get

em.

So that is what I mean when I say we will give you an honest
budget, but there is nothing that we can do for the fluctuations in
thi?.e budget from quarter to quarter with inflation change esti-
mates.

Senator GRASSLEY. Mr. Chairman, I do not have any more ques-
tions, and you have been to me. But let me just say to you
1 think that there is a little bit more here than just an inflation

roblem, and I made this point before. I do not know why the De-
ense Department, as one department of government, should not be
able to predict inflation for 5 years for budgetary purposes, when
every other agency of government can and g:es in the budget, be-
cause we did not have these blanks in any other part of the budget.



.. 658
137

The second point I would make is I think maybe the Chairman
ought to consider that this committee might benefit from a Spin-
ney-type briefing like we had a few years ago.

hairman Sasser. Thank you, Senator Grassley.

Senator Dodd? )

- Senator DobD. Thank you very much, Mr. Chairman. Let me
thank you, for holding these hearings today. L

Let me begin by commendi eSecretary.Ithinkth.lpma
most creative, imaginative, and thoughtful approach. Obvmuslf,
this is not an easy time. There ig an assumption that many peo,
believe, that because one threat has been eliminated—a threat that
we have lived with for 5 decades—that we can now relax. We can-
not, however, avoid the obvious new threats that have been posed
as a result of the change in the bi-polar confrontation that ab-
sorbed us for so0 long. . .

Obvicusly, one need only pick up a morning newspaper to realize
what potential dangers are out there. I think you have balanced
well the obvious need for reducing expenditures, while at the same
time taking into consideration these new threats. You have put to-
gether a rather creative approach, and I commend you for it. Obvi-
ously, looking at the readiness of our forces is critically important.
As is our overseas presence, reduced as it is; the modernization of
programs; the industrial base—which is a critical issue; a reduction
of defense threats through expanded cooperation, counter-prolifera-
tion and enhanced peacekeeping capabilities. I think all are tre-
mendously important and will contribute to a strong, but obviously
leaner structure.

1 would like to just focus on two questions, if ] could, and I will
ask them both and give you a chance to respond. I would like you
also to respond to Senator Grassley’s iast point, because I think it
11 a:;falﬁportant point. I respect your answer on inflation and the
sho .

We can get some answers, we can fill in the gaps and they will
provide some real numbers. But the fact of the matter is the econ-
omy has changed and the numbers change. You cannot control
those numbers, and someone comes back and points an i
finger at you 3 years later and says you did not have it right. &
course, you did not, but in your desire to satisfy those who wantad
some very epecific numbers, you try and meet those inquiries, and
then are held accountable when they do not hold up—because they
are based on facts that you cannot control.

I respect your response to the question. Frankly, we need
more of that honesty, in my view. It reflects the unknowns. In tell-
ing c?;lur constituencies and others, we cannot predict these things
exactly.

But let me focus, if I can, on the modernization issue, because
you are talking about a significant reduction. One of your charts
indicates that the percent of GNP is nhrinkin&to around 2.8 per-
cent by the end of the decade. As you stated, those are the
lowesltml since tg;:ngSO’s and remt a ﬁmdamchmeental in our
national spending priorities, a significant .

I wonder if you could elaborate a bit further on how you plan to
continue important m ization programs, while at the same
time reducing the budget to that extent, realizing those moderniza-
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tions are a critical element, in my view. Reducing the budget is
necessary, we understand that. But the modernization in the face
of those reductions has to go on. The only way, in my view, you
can justify the kind of reductions you are talking about, is to main-
tain a proportional modernization of the very equipment that we
are going to depend upon in the end of this decade or, probably
more realistically, in the first part of the next century.

Let me mention specifically one area, and I use it as an example,
and that is in the area of your rotary aircraft procurement. Now,
we are going to cut it by $600 million in this budget, and I under-
stand that. The question obviously becomes whether or not we are
going to be able to modernize or produce airframes later on, when
you are making that kind of a reduction in a critically important

area of bechno‘::gy for our country.
In that regard, I will ask the second question, and that has to
do with your defense acquisition reform. in, I am impressed by

the fact that you are really focusing on this, because for too long
the acquisition process strangled some of the very industries that
we depend upon for our national defense, and it is extremely dif-
ficult for them to operate.

I think your point of ing away from defense industries, as
you talked about, expandi t coneecrt to incorporate the Na-
tional security needs as part of the industrial base generally, is

critically important. What will have to happen, if that is going to
work, i8 reform in the acquisition process, if we are going to kee
that Nprivate industrial sector willing to cooperate and work wi
the National security needs of the country.

I wonder if l{ou might just spend a couple of minutes putting
some more flesh on these issues.

Secretary PERRY. Yes; let me comment on several of the points
you made. First of all, in the modernization program, in order for
us to get back to an acceptable level of procurement and mod-
ernization of equipment, two things have togmppen. First of all, we
have to stop the decrease in the defense budget in the 1998-1999
period. In the budget which I showed you here, it did reflect that
we are back to a flat, in real terms, defense budget in 1998-99.

Second, we have to gain the benefits already in 1996 and 1997,
as well as 1998 and 1999, from some of the overhead and infra-
structure reductions we are making, the base closings, the person-
nel reductions. The reason those do not come in until 1997, 1998
and 1999 is they have up-front costs associated with them. If we
close a base, it costs us for the first few years. We will start to get
the benefits of those in 1996, 1997 and 1998, and then we will start
to see the money flowing over from those infrastructure accounts
into modernization. That is going to be a very important benefit.

On the rotary aircraft, which is a particularly important part of
our industrial base, I did not mention it specifically in my briefing.
I did aay that for tactical aircrafl, we are not taking special meas-
ures, because we have sufficient programs within. That is true for
tactical fighters, and it is also true for rotary aircraft, based on cer-
tain assumptions. I think 60 of the aircraft in that roughly 120
that are being procured in 1995 are helicopters.

So the problem in the helicopter base is in the latter part of the
decade, not in the 1995-96 time period, and there we have to have
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a combination of foreign military sales and domestic buying to sus-
tain the base to get to the next generation helicopter, which is the
Comanche. We are committed to sustaining that industrial base
until we get to the Comanche, Whether or not we will be able to
do that by the combination I described to you is not entirely clear
at this point. But if it is not, if we do not get enouih foreign mili-
tary sales, then we will have to increase domestic buying to that,
because it is crucial to sustain this base up to the point where we
are into production on the Comanche helicopter.

The last point was on defense acquisition reform. The major
changes we ﬁ:ve to make to keep this whole industrial base avail-
able to us first of all is converting from military specifications to
commercial specifications. As long as we require that everything we
buy be built to a unique defense specification, that precludes an en-
tire industry segment out there from selling to the Defense Depart-
ment. And we do that not only in cases where it is obvious, like
with fighter aircraft, but we do it with the components in fighter
aircraft, like electronic chips that go into them. It is no longer nec-
essary to do that, and it costs us money and it deprives us from
a whole portion of industry.

We also do it in common supply items we buy. One of the famous
horror stories in defense acquisition is the military specs for choco-
late-chip cookies, specifying how many chocolate chips had to go in
each cookie. It is not just the specification that is the problem, Sen-
ator Dodd. It is once you make that specification, then you have to
set up a system for certifying that it has been met, somebody to
go out and count the chocolate chips, and that is what creates this
overhead structure. When we confront industry with those kinds of
specifications, they do not have the provisions for making the cer-
tifications. Therefore, in too many cases they simply do not bid on
our programs. We have to get rid of those military restrictions on

rocurement, and I think we will be able to do that in most cases.
think we will be able to do that with about 90 percent of them.
That will make a big difference in and of itself.

Senator DODD. I appreciate that. Let me just mention one other
point, if I can, Mr. Chairman.

Senator Dirk Kempthorne and I have tried to come up with some
ideas on the foreign sales approach and limiting it just to NATO
allies. I am very reluctant to see us expand foreign sales of military
hardware to Third World countries.

I think this fits with Senator Sasser’s point earlier about the ac-
quisition of tactical missiles that are deployed in areas that benefit
our allies, but who do not necessarily contribute to their defense at
least in an immediate sense. One way we might offset a bit of that
is to try to come up with a creative approach on how our NATO
allies and a few others might be more forthcoming in terms of ac-
quiring whatever defense articles they have through a process that
would allow us to be more competitive in the selling to friends that
we can trust.

That proposal—I think we have passed it—is down at the De-
fense Department. Over the years, we have been able to get some
strong support for it. We tried it through the Export-Import Bank
initially, and that ran into some indigenous hostility. I was able to
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get one program through which worked very effectively, but obvi-
ously it was just for that one particular sale. .

We ought to take a good look at that. I think you will find some
strong su(l)port up here. If it is done properly and not seen as a way
to expand to Third World and developing countries, but limited to
those allies with whom we have a good relationship. I think you
would get some strong support, assist in modernization, and offset
some of the concerns that Senator Sasser has raised about the
disproportionality in missile acquisition.

Specretary PERRY. That is a ve Eewd point and I think you make
the proper distinction. We shoul very hard-nosed about selling
weapons to nations that we do not want to have those weapons.

Senator DoDD. Absolutely. ’

Secretary PERRY. When we have decided with our allies if we are
going to make sales available to them, it would seem to me we
should be willing to be positive about assisting those sales, and
whsa;t you a];e describing is totally compatible with that philosophy.

nator DODD. Thank you very much, Mr. Secretary.

Secre PERRY. Thank you.

Senator DoOpD. Thank you, Mr. Chairman.

* Chairman SASSgER. Thank you, Senator Dodd.

Senator Gregg?

Senator GREGG. Did you wish to proceed, Senator Domenici?

Senator DOMENICI. No, that is fine. I have a little time.

Senator GREGG. Pursuing this issue of procurement, let me go to
a very specific concern that I have, which you may or may not be
familiar with, Mr. Secretary, and that is the issue of the public/pri-
vate shipyard question.

As you may or may not be aware, GAO has taken a look at the
bid process between public and private yards and determined that
the public gfeards are unduly prejudiced by the present allocation of
overhead. Secretary Dalton has said he will review the GAO report,
but has basically said it is not a definitive document.

I guess my question to you is are you familiar with this concern
between the public and private yards and the real, I think, legiti-
mate points that the puglic yards make, which is that if you are
%oing to have a fair bidding process and get thé best price for the

efense Department, the public yards should be able to participate
on a level playing field with the private yards and not have a
misallocation of overhead within the system, which makes it impos-
gible for public yards to win these contracts?

Secretary PERRY. I am very familiar with the problem, not only
with shipyards, but some of our c}f,f()t maintenance, where we have .
a similar issue. I support the philosophical concept you deseribe,
which is getting a level playing field, but I do recognize how dif-
ficult it is to do that.

Some ﬂ:ople have advocated that we ought not even allow com-
petition between public and %rivate, because of the difficulty of de-
termi.ni.ng that leveltglag:tg eld. We have a detailed study of that
issue underway in the Defense Department today, which I expect
to advise me on how to groeeed on that problem in a few months.
It is a very complex probiem and I do not have a simpie solution.
Ido recoimze e importance of the problem and the complexity
of the problem, and we are looking very hard at it.
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Senator GREGG. Well, I know the delegations of Maine and New
Hampshire would like to have a chance to sit down and talk with
you about that. ] )

Secretary PERRY. I can assure you that study will be done with-
out any prejudice against public shipyards or, for that matter, the
public maintenance facilities we have. . L

Senator GREGG. You raise an interesting issue, which is whether
they should be allowed to compete at all, which gets to the core
workload. Do you presume or expect that you will be defining the
core workload as a division between the public and ?nvnte yards
in the near term? And will that definition occur before the next
base closure round occurs? )

Secretary PERRY. That is the fundamental question being consid-
ered by this study right now, which is whether you should define
a core workload and give that to the public yards on & sole-source
basis, rather than having them compete for it.

If, on the other hand, the conclusion is we ought to be competi-
tive, then the burden is to find a level playi.rtxﬁ field which will
allow fair competition to take place. Those are the two issues that
we are working on.

Senator GREGG. Well, you can have a core workload and then you
can have competition for—you know, the core workload was basi-
cally allocated to theypublic tivla.rd and the private yard.

Secretary PERRY. Yes; to the publi(iliv

Senator GREGG. And then you could have comtgetition for any-
thing that did not fall in the core workload, and ther in that com-
petition area we would like to see the playing field be level. I guess
my ciuestion is what is your timeframe for making that definition
in relationship to the base closure process.

Secretary PERRY. It will be quite a bit before the base closure de-
cisions are made.

Senator GREGG. Is there a month timeframe you can give us?

Secretary PERRY. ] would estimate this summer.

Senator GREGG. This summer. On a second issue, the Secretary
of State has said that if there is a peace settiement in Bosnia, that
it could take up to 25,000 American troops as part of the commit-
ment, something which I do not happen to think is a great idea.
On the budgeting side, how much is that going to cost us? Have
you done any pfeﬁ;mnary‘ i estimates of what it would cost to main-
tain that t"}ype of force .or any other force activity within former
Yugoslavia? And how are you Bﬁla:m.ing to pay for that?

Secretary PERRY. First of all, we do not have an estimate yet of
what force structure would really be rﬁmmd, because we do not
know, and we cannot really do that until we know what sort of a
peace a%reement is reached and what functions are going to be nec-
essary for the peacekeeping force. Therefore, we have not deter-
mined :hforee structure yet and we have not determined & cost that
goes with it.

We could do. generic cost estimates, and whatever the amount
turnsouttobe,itwﬂlbesubstantialanditianotinourbudﬁft
today. So we would propose as part of our consultation with the
Congress on the peacekeeping forces to come in with an estimate
of costs, and we would be requesting a supplemental appropriation
for that purpose.



863

142

Senator GREGG, Well, the Secretary of State has used the figure
of 25,000. Could you do a run-up on costs of maintaini:g a 25,000
peacekeeping force in former Yugoslavia for an extended period of
time, say 6 months to a year? L.

Mr. . Senator Gregg, there are a lot of uncertainties that
go with this. One, of course, is what is the financing mechanism,
is this to be an operation that is run through the U.N., or is it to
be through NATO. There are different cost shares that go with
each of these and that is a policy decision on how it is going to
flow, and it would make a difference. We certainly could provide a
unique estimate on hypothetical conditions of that, and we have a
cost model to be able to do that. But there would be too many pol-
icy questions that would have to be offered to us to frame that de-
bate in any meaningful way. We could work with you and your
staff, however, to——

Senator GREGG. If I gave you the parameters which said 6
months to a year under either/or, NATO or U.N,, 25,000 ground
troops and whatever it takes to sups;'mrt them, which is the frame-
worﬁ that I think the Secretary of State has mentioned, could you
give us a number so we would know what is coming?

Mr. HAMRE. Sir, we have an estimating methodology that is
agreed to within the department for forecasting purposes. It is de-
pendent only exactly those kinds of assumptions. The important
thing is they would be your assumptions as to what they would

Senator GREGG. I understand that.

Mr. HAMRE [continuing). And would not be anything that would
represent the department’s commitment one way or the other until
the actually policy is worked out. But subject to the Secretary’s di-
rection, I would be glad to work with you in any way.

Senator GREGG. 1 agﬁreciate that. ’l%xank you.

Chairman SAssER. Thank you, Senator Gregg.

Senator Conrad?

Senator CONRAD. Thank you, Mr. Chairman.

I thank the Secretary for being here, and I want to welcome you
to the committee. I can say I have enjoved the meetings that we
have had and the several extended discussions that you and I have
had with respect to budget matters for this fiscal year and beyond.

Mr. Secretary, tyou indicated in your opening remarks that the
budget before us follows the bottom-up review. As near as I can tell
from my analysis and my staff’s analysis of the budget, that is true
with respect to most parts of this budget, but it is not the case with
respect to the bombers.

In fact, I have had this chart prepared which shows what I be-
lieve is & clear bomber gap between what was identified in the bot-
tom-up review and what is provided for in this budget. The bottom-
up review indicates that we need 184 bombers, B-52's, B-1’s and
B-2%s, In this budget for fiscal 1995, there are 126 hombers which
have been budgeted for. That is a difference of some 58 bombers.

General McPeak, the head of the Air Force, testified last week
on the House side that he could not fight two major regional con-
flicts with the fiscal 1995 bomber force. In fact, we just got a clari-
fication from the Air Force this morning with respect to the coding
of bombers in four different categories, the combat coded, the train-
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ing forces, the primary aireraft and the back-up aircraft, as well as
the test aircraft. All of those codings add up to 126 bombers for fis-
cal 1995, but the numbers that are combat coded are only 87.

The bottom-up review says very clearly we have got to have 100
deployable, which translates into 182 to 184. So I am wondering
how you make the assertion that this budget provides for what is
called for in the bottom-up review with respect to bombers.

Secre PERRY. It does not with respect to bombers, Senator
Conrad. There were three items in the bottom-up review which
were unfinished business when we finished the bottom-up review.
The bombers was one, industrial base was the second, and the
third I forget. But in each of those cases we concluded that during
the next year we would have to do follow-on studies, and essen-
tially these studies would be annexes to the bottom-up review.

One of those was the strategic force study, of which the bombers
is a very crucial part. That study is underway now and it should
be finished in & few months. When it is finished, it will become a
part of the bottom-up review. Until that time, we cannot state that
this budget or any budget conforms to the bottom-up review with
respect to bombers.

So in this 1995 budget, we made the best estimate we could at
the time we had to put the budget together as to what the bomber
force would be. That estimate could be overturned by the strategic
study in the next few months. If that hagnpens. we will come back
to the Conggss and report that different ding to you.

Senator CONRAD. Let me say, first of all, I think that it is critical
for this country’s defenses that we overturn what is the budget
numbers. I think it would be most unwise, and I think my col-
leagues would be very surprised to learn that we are talking about
having 87 bombers combat coded in this budget. We deployed just
in Desert Storm 75 B-52%.

I am told that for the SIOP that we would need at least 32 B~
52's held in reserve for that purpose. I say to you that when you
add it up generously, when you add up combat coded, which is 87,
and you add up training forces, which are 20, you add up the back-
up aircraft and the test aircraft, that adds up to 126 for fiscal 1995,
and that does not meet the bottom-up review requirements. It is
not close to meeting the bottom-up review requirements, according
to the testimony of eral McPeak.

The other day I had a detailed conversation with General Lowe,
head of the Air Combat Command, and he says to me,

I can't fight two conflicts with the number of bombers that are provided for.

Mr. Secretary, might I ask if the strategic review indicates we
need 32 B-62's for the hold-back for the SIOP, would that trigger
a recommendation from you to add to the numbers, to restore the
number of B-52s to the level of 74?

Secretary PERRY. If the results of the study which are coming out
in lal few lrlnmg:lh.s indicateultge need for m:re bombers, wh.}ch itdvery
well might, then we would adjust our budget accordingly and we
would recommend to the Congress accordi dﬁy.

Senator CONRAD. I appreciate that, and I think it is terribly im-
g?rta.nt. By the way, we are not talking about a lot of money here.

e are talking about $150 million a year, approximately, to main-
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tain another 27 B-52's. I might add parenthetically that we could
fund 27 B-52's for 5 years for the same cost as building one B-2.

Secretary PERRY. Let me make one more point which I think is
very important, on the issue that you are raising, and that is for
these B-52's to be effective, truly effective in conventional warfare,
we have to have improved munitions for them, and that is an im-

ortant part of it. They are in the budget, but they are not in the
gudget for the complete number of volume.

Senator CONRAD. For the complete number.

Secretary PERRY. So we would have to look at the funding for im-

rovl;u;g the armament, as well as the funding to maintain the
mbers.

Senator CONRAD. I understand. Let me say that I do not come
here just with the suggestion of saying there is money that is not
in this budget current%y that ought to be here, without a suggestion
of how we pay for it. I would direct the Secretary’s attention to the
Milstar Program.

I have now visited with top military officials and asked them
each for their private recommendation with respect to Milstar. We
are talking about a program that has a total life cost of $27 billion.
By the way, we just launched one and already we have got serious
problems with it. The satellite suffers a g:)l:ver loss, as one person
gaid, it is running on a spare tire. John Pike, Federation of Amer-
ican Scientists, said he found it curious that a satellite that was
supposed to be able to endure World War III could not endure a
month in space. He says thfly are running on a spare tire and the
tire they just replaced turned out to be rotten. .

I just say I think this committee and the relevant defense com-
mittees ought to take a very hard look at this Milstar Program.

ain, I have visited with top defense officials who tell me it is a
cold war dinosaur, it is way overbuilt, over-engineered for what we
need for the future, ag a result that costs far tooc much and delivers
too little in terms of communications capabhility.

Mr. Secretary, maybe I could get your opinion on the record with
respect to Milstar. Is it, as it is currently configured, something
that we could not go back to the drawing board on and achieve sig-
nificant savings?

Secretary PERRY. Since this is a compiex issue, I will be happy
to give you a detailed answer for the record, but 1 might say that
already when we put the 1994 budget together and again when we
Khtl: the 1995 budget together, we looked rather extensively at the

ilstar Program thinking that it might be an area of considerable
savings here.

We did not reach that conclusion. Maybe our judgments were
wrong. We are certainly open to critique on that area, But it is not
because we did not look at it pretty carefully. I will be hngl?y to
give you a few-page description of the rationale which led first of
all to the decision to reconfigure the program, which was done in
fiscal 1994, and, second, the decision to maintain it, rather than
dro mf it altogether.

[’Fﬁe ollowing was subsequently supplied by Secretary Perry for
the record:]

After a decade of development, the first Milstar communications satellite was suc-
cessfully launched on February 7, 1994. As I promised during my testimony, let me

W
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share with you the rationale for our current decision on the Milstar Program—ra-
tionale based upon extensive Departmental review.

The Milstar Satellite System is planned to provide operational forces—especiall
highly mobile tactical units—secure, survivable, flexible communications on a world-
wide basis. The Milstar System operates in a Previously unused portion of the radio
spectrum—Extremely ] Frequency (EHF). This attribute plus other design fea-
;uﬂ:;es, like advanced signal processing and crosslinks, provide unique mission capa-

ilities.

The Milstar gshem supports a fundamental requirement to provide integrated
connectivity to all theatre and tactical elements through = modernized, jem-resist-
ant telecommunications network in luﬁ;;ort of operational forces. Milstar will satisfy
;nany key requirements essential to the military operations of a power-projection
orce;

* Anti-jam: Milstar communications cannot be disrupted by the m

* Interoperability: Army, Navy, Air Force, and Marines—Milstar will enable im-
mediate communications between the Services

* Mobility: Milstar terminals will move with front-line forces . )

e Covert Operations: Communicating via Milstar will not compromise the location
of users to enemy listening systems . )

» Reachback: imm: will enable communications out of theater without reliance
on foreign-based ground relays vulnerable to destruction, sabotage, or host nation
policy restrictions

The first two Milstar satellites will enable efficient synchronization of combat
power and are not vulnerabie to enemy efforts to deny United States forces this ca-
pability. As the number of tactical d terminals expands; the first two sat-
ellites, coupied with additional satellites to form a complete constellation, will pro-
vide all the above capabilitiss.

With the addition of satellites #3 and beyond, Milstar will add upabih}:y to %ro-
vide more data, faster to combat commanders. It will also enabie the Ariny's Mobile
Subscriber Equipment (MSE) to provide global communications to combat command-
ers on the move, No other planned or existing satellite system can provide the flexi-
bility and assurance of uninterrupted communications available from Milstar.

While the Milstar Program originally focused on satisfying needs identified at its
inception in the early 1950-—-pmvidi.|:§’ secure, survivable, flexible communications
for both tactical and strategic users—the world gituation ch dramatically and
8o did the scope and application of the Milstar Program. e the threat of pro-
tracted nuclear war has thuM‘ the threat of regional conflicts has risen.
During this time, the gram had been revised and restructured severai
times in conjunction with in force structure to meet the changing threat.

The Dgparcmen_t. restru the Milstar Program extensively 3 years , at
Congressional urging, to reduce costs and to account for change in the national secu-
rity environment. Raquirements for & classified payload were deleted. *Heroic” Bur-
vivability features envisioned for the cold war environment were eliminated. The
number of satellites and ground control elements ware reduced commensurate with
the threat and force structure reductions.

A higher &‘ﬂ"’ity' Medium Data Rate or MDR payload was planned for a second
generation Milstar II satellite which expanded ita tactical utility. This MDR payload
will Lﬁreatly increagse communications capability com to the Low Rate (13) ) ca-
pability on the Milstar I satellite—use of both LDE and MDR will tly enhance
the utility of Milstar ]I satellites in a wide range of future potcnmﬂ:nmos The
restructured Milstar Program also reduced the number of strategic terminals and
defined new mobile terminals for tactical uses. It reduced %rognm life cycle costs
by 25 percent, FYDP costs by 30 percent, and terminal costs y 35 percent.

The Department reviewed requirements and tailored the capabilities of the
Milstar Sg:‘tem to provide “flexible” and protected communications for mobile
forces—redressing many of the deficiencies obsarved during Desert Storm: when U.S.
ground forces outran their communications E'I‘ﬁpom These changes exploited man
of the new technologies integrated into the packages on the Navy's Ultn-g'&z
Frequency (UHF) Follow-On satellites. The Department also incorporated new -
nologies into terminal designs for mobile platforms, man portable and tactical apphi-
cations. At the time, the restructure pm‘grun ined the support of the four prin-
cipal Co;fuuional defense committees for reducing program costs and increasing
its tactical orientation.

In 1982, the Joint Requirements Oversight Council (JROC) reviewed and a
proved a detailed set of operational requirements based on global military nesds,
with special emphasis on how Milstar would support a potential future South West
Asian theater conflict. In October 1992, a Defense Acquisition Board (DAB) review
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resulted in Departmental approval of the restructured Milstar Program, its acquisi-
tion strateﬁr, and the development of the MDR payioad. , .

Affordability was one of four principle criteria examined at the time—along with
requiremnents, the acquisition strategy, and the program baseline. The Department
considered Milstar Program costs against those of the other major defense acquisi-
tion programs, compared them to the DOD investment in the forces it supported,
and assessed affordability relative to the overall DOD budget. Over the previous 2
years, the Department had examined over twenty different payload and architecture
alternatives, and carefully assessed the risk associated with development of the
MDR payload. Projected program costs were further reduced during thie period b
introducing plans for a emaller, more affordable Milstar polar adjunct to satisfy h!i
latitude requirements, by reducing the number of Command Post Terminals, and by
dlefeigring a requirement to integrate Milstar terminals into a number of airborne
platforms.

In 1993 during the fiscal year 1994 budget review, the Air Force identified a pos-
sible alternative approach for providing EHF communications. The concept inclug
a distributed architecture of EHF LDR payloads initially located on existing sat-
ellites—Milstar T and the Defense Satellite Communications System (DSCS-11I)—
followed by & transition to EHF LDR Enyloads on Follow-On Early Warning System
(FEWS) satellites and separate MDR communications satellites. While this ap-
proach offered some potential for cost savings, the Department found it would not
satisfy the requirements of the Services and the Joint Staff.

In 1993, the Department further scrutinized MILSATCOM programs as part of
the Bottom UP Review of military forces and major defense programs—consistant
with a military strategy focused on theater conflict. The review evaluaied numercus
alternatives to Milstar while considering an updated threat estimate, operational re-
quirements, cost-effectiveness tradeofis, risk, and affordability. The review empha-
sized LDR an MDR capabilities for U.S. tactical forces. It focused specifically on pro-
viding lower cost alternatives to the baseline Milstar Program.

As gart of this review, a select group of technical experts—known as the “Tech-
nical Support Group”, headed by Dr. Bob Everett with members from MITRE, Aero-
space Corporation, MIT Lincoln Laboratories, and John Hopkins Agplied Physics
Laboratory—also reviewed MILSATCOM programs. The Technical Support Group
recommended that the Department pursue a “cost-constrained” EHF system for pro-
tected connectivity by limiting the size of the communications payload so it would
fit on a medium lift launch vehicle (MLV).

The *baseline” Milstar Program, examined in the Bottom Up Review, was the pro-
gram which was reviewed by the DAB in October 1992. It included launch of two,
nearly complete Milstar I satellites in fiscal year 1994 and fiscal year 1995, develop-
ment and launch of nine Milstar satellites in fiscal year 1999-2011. The review ulti-
mately examined four Frincipal alternatives to this baseline—all with the objective
of reducing costs. Al four options would launch the first two Miistar 1 satellites,
All four also included a transition to a lower weight, lower cost EHF satellite which
would fit on an MLV, but delivered at different times. The options were:

» Option 1: Four Milstar II aatellites, followed by the development and launch of
an advanced EHF LDR/MDR satellite not later than fiscal year 2006

» Option 2: Cancel Milatar II and replace it with an M{)R only EHF satellite in
ﬁsca]zg‘e)%r 2000; replaced in turn. by advanced EHF LDR/MDR gatellite in fiscal
year

* Option 3: Cancel Milstar II and deploy an advanced EHF LDR/MDR satellite
in fiscal year 2003

» Option 4: Similar to Option 3, but launch an advanced EHF LDR/MDR satellite
in fiscal year 2000

Option 1 was selected because it best met military requirements and provided the
most capability at the earliest date. All other options were higher risk and offered
the potential cost savin, onlgeby deferrinig delivery of neede orerat.innal capabil-
ity. Option 1 represented the best means of achieving that capability while reducing
long-term costa. It is the strabeﬁnwe are now implementing.

e Bottom Up'p Review confirmed, with independent technical assessments, that
a processed EHF satellite system provides great promise for meeting requirements
to provide protected connectivity to mobile forces. It validated the Milstar II ap-
proach as the lowest risk, near term solution and it identified the need to transition
to a lower cost, lower weight EHF alternative.

Transition to an advanced EHF system will be technically challenging. To provide
the same capability of a Milstar II satellite an advanced EHF satellite would need
to reduce the payload weight from 4400 pounds to approximately 1500 pounds or
less. Also, 8 new antenna suite must be developed to au%stitut.e for the 23 antennas
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Onzﬁhﬂlﬁl:n.b“tlizedmtmamauerutilehte. We are continui w]search
for the best approach to this concept. We have an aggressive ology as-
ssssment program and have mquul:ed initial techg:lnogy development eﬂ'omog the
dﬁlc_ﬂ year 1995 budget to support a future decision on an advanced EHF satellite

%leepﬁnz the resulta of the Bottom Up Review, we ultimately saved about
$4 billion in life cycle costs and almost $1 billion of p cost in the FYDP over
the bmli.nzdpmgrax_n' reviewsd by the DAB in 1992. mﬂ:e Bottomn Up Review
recommended transition to a smaller, advanced EHF satellite not later than fiscal
year 2006—if it is possible to do 8o sooner, save more money, and continue prmd.mﬁ
Sosentia) m&xt&ry amﬂ“y 'H;th e e ‘ggj to fi ll’ the meox:tt! :ou:b-
B e N L]
effoctive, affordable program. - U Py onent is commi

Senator CONRAD. If I mitil;t’ Mr. Chairman, let me give one other
area of potential savings that goes to the hearing that we had the
other day in this committee under the leadership of the Chairman,
which I think was a very revealing hearing with respect to over-
head and overruns and inappropriate billings to the Defense De-

artment.

P As you perhaps know, Mr, Secretary, the Chairman and I had re-

ested a GAO study to look into this question, and the testimony
g:)m GAO was really quite revealing the other day. They found in-
stance after instance where we are being billed, the taxpayers of
this country are being billed for things that have got no relation-
ship whatsoever to the defense of America.

’IPhere were six small contractors that were audited at the Chair-
man’s and my request. Here are the kinds of things they found:
Trips to Hawaiil:eg135,000; Jamaica, over $100,000, which is—you
know, being down in Jamaica to have these business meetings ap-
parently critical to the Nation’s defense, according to these contrac-
tors—Bermuda, $50,000; Mexico, $49,000; Grand Cayman, $46,000.

One of the most shocking things was I;he¥I found one of these
companies who had spent big money going to Hawaii. In this audit,
they found that they have just gone back to Hawaii, s?ent a quar-
ter of a million dollars to improve morale of their employees, stick
the taxpayers with the bill, and then we are expected to accept
that—$230,000, I believe, and they had gone over and stayed in
this resort over in Hawaii, a very attractive resort.

The Chairman and I were pleased to see that in the brochure for
this resort, they indicated it was the best beach-front value on the
bi? island, so at least they were going after value.

say to you, these reviews have indicated there is a substantial
amount of abuse in contracting, things that are being charged to
us that should not be. They did an analysis based on the reviews
they have done this far that suilgeated we may be talking about bil-
lions of dollars. In fact, they did a back-of-envelope analysis and
comes up with, over a 3-year period, as much as $18 billion.

I hope dyou will look into the reviews that we had requested from
GAO and to pay special attention to the testimony that came out
of that hearing, because I think there are substantial savinfﬁ to be
derived from things that are being sent to the taxpayers for pay-
ment that have nothing to do with the National defense, T-shirts
to ir&g:rove employee morale, trips, tickets to baseball games of
$8 Oh , the renta! of a schooner at $10,000, just one category after
another.

I thank the Secretary, and I thank the Chairman.
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Chairman SAsSER. Thank you, Senator Conrad.

Senator Domenici? )

Senator DOMENICIL. Thank you very much, Mr. Chairman.

1f I were the Secretary of Defense, I would ask that the Defense
Department be able to audit the GAO. {Laughter.] )

They have never been audited. They do not even have oversight.
But you might find some interesting trips, Mr. Secretary. They
used to have overseas offices. They have closed those now. It is one
of the fastest growing branches of legislative government, and we
find they do 10 studies occasionally on the same issue, depending
upon who requests it. So I think you can survive their audit. You
ought to leok at those things that are mentioned. I think it would
be helpful.

Secretary PERRY. We'll look at it, sir.

Senator DOMENICI. With reference to Mr. Spinney, I thought
Senator Grassley mentioned you might want to have a hearing
with him.

Chairman SASSER. He mentioned that, yes.

Senator DoMENICL. Well, I think we ought to at least give the
Secretary equal billing with that fellow, if they come up here. He
knows more about it and we can put them right there together.
That would be my recommendation.

Mr. Secretary, let me ask with reference to the President’s State

of the Union Address, I quote:
This year, many peaple me to cut our defense spending further to pay for
other programs. I said no, the budget I eend to Congress draws the line againast fur-
ther defense cuts. It protects the readiness and quaﬁri:tfhour forces. Ultimately, the
best strategy is to do that. We must not cut defense er, [ hope Congresa, with-
out regard to party, will support that poaition.'

Mr. Secretary, is it your opinion that we should not cut defense
below the levels you have recommended?

Secretary PERRY. Yes, it is, Senator Domenici.

Senator DOMENICI. If Congress cuts the defense budget below the
levels you proposed, would you recommend that the President of
the United States oppose those cuts?

Secretary PERRY. We would decide that on a case-by-case and a
cut-by-cut basis, if it is entirely possible, yes.

Senator DOMENICI. I would hope in this case, that as these bills
work their way through here, you know, this is a rather arcane
process. This is not going to come right up and move over to the
Defense Department and say they are cutting $2 billion out of de-
fense, It just sort of waffles its way through, and I would hope you
would be watching it, so those of us who want to defend your budg-
et are not confronted at the end of this appropriation process wi
trying to bail something out that we have not received support
from you on.

Secre PERRY. Mr. Hamre and I will waich it very carefully
!:mdtl we will be asking for help many times during the budget delib-
erations,

Senator DOMENICI. I appreciate that. Mr. Secretary, defense
spending on activities that do not contribute to combat capability
are creeping into the budget and growing in size. On your second
to the last chart or the last one, you haﬁ $5.7 billion for environ-
mental cleanup.
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Again, I repeat that you have a good environmental cleanup
process going and you have had some very good experts doing it for
the Defense Department. You are moving down a very positive
trail, as I can see it. But you know we had the same number ng:t
into the Department of Energy budget and it turned out that r
$200 or $300 million, it went to $2 or $3 billion, and then when
we got around to actually estimating it—you might have heard it—
it was $300 billion over 20 years. Do you have estimates on where
this $5.7 billion in cleanup may be going?

Secretary PERRY. No, I do not, but I will try to get those for you.
I do have a lot of confidence that we are not Eomg to have anythi
like the t!:ind of problems that they had in Energy, because of the
nature of—

Senator DOMENICL. I think it is important that you try to get a
projection that is reasonably accurate, because it will come right
out of readiness eventually, because we will fund that, because, as
you so aptly put it, for the most part, we almost have to.

So, how much of the operation and maintenance bu%et is de-
voted to activities that do not contribute to readiness? Would you
give us that for the record?

Secre PERRY. I can give you an estimate of that right now.

Senator DOMENICL | would appreciate it.

Secre PERRY. We fortunately have our able Comptroller right
to my left here.

Mr. HAMRE. I had not thought that was going to be the question.
Sir, we have in this budget about $2.3 billion for environmental
cleanup in the O&M account.

May I make a point to say that it is very difficult for us in the
department, when Congress made an individual base commander
criminally liable for poliution on his base. This hes created fear in
the department with installation commanders and is leading to a
huge increase in the demand for cleanup activity and it is a very
tough process for us to wrestle to the ground.

Now, over the 5 years I believe we have in total for all forms of
environmental work, not only cleanup, but reclamation work, pre-
vention work, as weil as research and development, about $50 bil-
lion. It is a large bill. I will get a precise number for you, Senator.
But it is a large claimant and & growing claimant and one that we
really need tc work closely with you to put in perspective some of
these cleanup costs. As you know, in a gase closure, 20 percent of
our base closure funds in this year's budget are for cleanup on
those bases. .

[The following was subsequently supplied by Secretary Perry for
the record:)

The fiscal year 1985 President's budget contains $5.7 billion for a number of envi-
ronmental programs within the Department of Defense. $2.2 billion is budgeted for
cleanup of meontamimﬁm at our active bases and $0.5 billion is budgeted for
clsanup at d 1, II, and IIT closing bases. An additional $2.2 billion is included
for compliance with current environmental laws and regulations necessary for daily
operations in carrying out our mission. $0.1 billion is for conservation of
natural and cultural resources on lands entrusted to DOD and $0.4 billion is
p for poliution prevention efforta that will reducs future contamination. An
Mﬁﬁmﬂiﬁbﬂhmhbﬁpﬂd&rh&ndmmmtmpwwpay
back ut;t:cigvz:nmt through cost savings and improved sfficiencies in our enviren-
VY N
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Based on our requirements, the Department of Defense anticipates environmental
cleanup costs to remain fairly steady through fiscal year 2000. Cleanup costs beyond
that point are anticipated to gradually decline in the years ahead. I have a high
degree of confidence that we are not Egoing to have angnhin  like the kind of prob-
leme they had in the Department of Energy because of the different types of clean-
ups involved. Most of our cleanup requirements are petroleurn, hazardous sub-
stances, and ordnance, rather than the radioactive and mixed waste of DOE sites.

Senator DOMENICL Frankly, the Secretary hit it right, it is not
necessarily this committee. He was closer to right in giving us big
macro-oversights, but chviously this is not a small item, and so I
ask about it. I also want to follow up by saying I would be con-
cerned about what else besides environmental cleanup is in the
O&M account that does not contribute to readiness. There must be
some other things.

Mr. HAMRE. Sir, this tends to be where people will debate wheth-
er it contributes to—for example, we have locality pay that we are
paying in fiscal year 1994, the tail for the locality pay is in fiscal
year the 1995 budget. Does that contribute to readP.iness? Well, it
directly contributes to the morale and well-being of the civilians
that we pay inside the O&M accounts. We could choose not to do
that or the government could choose, although you did give us the
locality pay last year. It would be a very direct morale impact for
our people. Whether that would affect readiness or not, we would
have to on an installation and case-by-case basis.

Senator DOMENICL I had occasion the other day, Mr. Secretary,
in a closed session—and this is not closed information—to ask the
Chairman of the Joint Chiefs of Staff about a summary of your 5-
year budgeting for a number of accounts. I am just going to use 1
today for both you and your Budget Director.

Under the heading of O&M, you have $92.9 billion in 1995. But
if 1 follow it over 5 years, it actually comes down, it goes to $88
billion, it goes to $88 billion, $85 billion, and then back up to $90
billion. None reach as high as the $92 billion, aimost $93 billion
for 1995. Yet, we hear the Secretary say we are increasing readi-
ness.

Mr, HAMRE. Yes, sir.

bSertlr?tor DOMENICI. Can you tell us just generally what that is all
about?

-Mr. HAMRE. Yes, sir, if I may. And if I may specifically draw
your attention to the fiscal year 1995 to 1996 change in O&M, be-
cause I think that is where you see the biggest reduction, it is a
$4.9 billion reduction from 1995 to 1996 in our O&M budget. Now,
$1.5 billion of that is not a cut because it reflects a reduction relat-
ed to one-time costs in fiscal year 1995; $1.0 billion making up for
operating losses in the Defense Business Operations Fund, and
$500 million is for the overhaul of the Eisenhower. So $1.5 billion
of the $4.9 billion is one time only, and taking it out of the budget,
going to 1996, has no impact on readiness at all.

Second, there are three fundamental things that are finally pro-
ducing savings in the O&M account in the out-years. Readiness ac-
tivities in 1996 and the out-years are programmed at training lev-
els budgeted for 1995. But we are finally generating savings in
three areas: one, we are starting to see savings at the base operat-
ing level from the first three rounds of base closures, so this is the
first year, in 1996, that we are seeing net savings occurring. Sec-
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ond, and as you know, the Administration and Dr. Perry has a very
rigorous proposal that 1 am wrestling with reducing civilian end
strengths. We are going to average reductions of 4 percent and 4.4
percent over the next 2 years. So we are starting to see the effect
of personnel reductions since salary costs are a significant share of
the O&M account. And then we essentially achieve the bottom-up
force structure reduction by 1995 and 1996. And so the force struc-
ture itself is coming down one last year. The $4.9 billion reduction
in O&M, is related to these initiatives.

Senator DOMENICI. Mr. Chairman, might I ask that that be pre-
sented to the committee in a document form?

Mr. HAMRE. I would be happy to do that, sir. | would be pleased
to do that.

[The following was subsequently supplied for the record by Mr.

re:]

A further review of data suggests that between fiscal year 1995 and 1996, Depart-
ment-wide O&M funding requirements could decrease a littie over $4.0 billion. Such
a reduction would essen:in]y be driven by several major factors, none of which
should adversely affect readiness. First, the Department is expected to reduce civil-
ian personnel jevels, lowering fiscal year 1996 requirements by about $1 billion. Sec-
ond, the Department anticipates that BRAC related savinge will increase to about
$1bﬂ1ioninﬁsm!year19£Third.inﬁsm]ywl995, e Dej ent incurs a
one-time O&M expense of about $1 billion to cover prior DBOF losses, and a $500
million one-time expense to overhaul the nuclear aircraft carrier USS Eisenhower.
These are nonrecurring actions which means that fiscal year 1996 funding does not
correspondingly decrease, in real terms.

A word of caution is appropriste here. While the cited items reduce O&M require-
ments in the outyears, we have not yet conducted a detailed evaluation of ear
1996 budgetary requirements. This will be done in the budget review this fall. It
‘:;“mrle that other valid requirements will be identified which offset the cited re-

Senator DOMENICL I have two questions that have to do with
this afternoon’s testimony, and I am just going to submit them for
your answer. One is to seek your advice as to what an $80 billion
reduction in defense might do as compared with what John
Steinbrenner, someone whom you know guite well, I think, sug-
gests we mitiht do, and the other has to do with suggestions that
we e the roles and missions of the services and how much
that might save. So I am just going to submit them, and if you will
answer them, I would appreciate it.

Mr. Secretary, I have another question. On one of those dia-
grams, you suggest that one of the new functions of the Depart-
ment of Defense is the defense conversion TRP Program within
ARPA. Mr. Secretary, I truly urge that you keep a very close look
at that program. Any such program is fraught with danger in that
it is very hard to truly affect defense conversion with grants and
trying to use dual use technology.

The program is getting somewhat bigger. You ought to hope that
the economy continues to grow at 2.7 to 3 percent for the next 6
or 7 years because then you can claim credit for the TRP Program,
which will have little or nothing to do with putting people in jobs
but, rather, the economy will have everything to do with it.

I think it is fraught with political potential, who gets the grants,
who gets the money, so they can do the defense conversion.

Now, I have been a big advocate of defense conversion of tech-
nology, and you know that. But I am very concerned when we start
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doing it outside of institutions that exist and do it in an ad hoc
way, depending upen what people suggest will work.

I truly believe you do not want to see this money thrown away.
There will be sensational projects offered. I hope you have some-
body watching it very caret{,llly in terms of its practicalness as com-
pared with just spending money.

Secretary PERRY. | take your comments very seriously, Senator
Domenici. I believe we have structured this program in a way that
we have provided those safeguards to it. But we are always open
to review and criticism.

Senator DOMENICL. My last cne has to do with a program that
your predecessor announced that I congratulate him for and urge
that you continue on, and that is to make Americas
counterproliferation initiative the equivalent of what our integrated
program was to maintain our nuclear superiority. I think we main-
tain superiority by charging the very brightest people in America
with seeing that we never were beat on nuclear, in terms of the
military, and that we were always on the cutting edge.

I think the next issue of that type is the proliferation of weapons
of mass destruction. I believe bio and chemical proliferation is for
the world what nuclear bombs were. And it is much easier to detect
nuclear devices than these other two, but the latter two are more
dangerous to humankind and are much more available to be used
in blackmail and all kinds of things. So I hope that you insist that
that program be integrated and that the military be right there
with the specialistse who develop the technology and with the
Central Intelligence Agency and their needs so that we are putting
the scientists to work on things you really need.

Secretary PERRY, I share your views on that, Senator.

Senator DoMENICIL. Thank you very much.

Chairman SAsSER. Thank you, Senator Domenici.

We will turn now to Senator Boxer. I am advised the Secretary
is under a time constraint. He is supposed to be at the White
House at 12:15, and obviously that is not going to be possible.
lzsfgretary PeRRY. I am sorry. 12:30, sir. I need to leave here at

Chairman SAsSER. Well, we will do our best.

Senator Boxer?

Senator BOXER. Thank you very much, Mr. Chairman. Thank
you very much, Mr. Secretary. I just want to say publicly thank
you for taking the job.

Secretary PERRY, Thank you.

Senator BoxeR. Now I will stop my tough questioning,

Mr. Secretary, you yourself have said the cold war is over, and
you are going through the budget to make sure there is no relics
of the cold war. But as a member of the Budget Committee, I think
we need to step back and take kind of a deep breath and a big look
at what we are doing. And as I do that with a little help from peo-
ple who are more expert than I, I have found out that we are going
{;q be spending as much on defense as the rest of the world com-

ined.
I also find that if you back out our allies’ sgnding, we are spend-
ing twice as much as the rest of the world. for those of my col-
leagues who are expressing their grave concern, let me ask you
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this: Do x{ou, first of all, agree with that analysis that ! got out of
the New York Times? And, second, are you worried about this level
that you are putting forward for this committee? Are you concerned
that we are not spending enough?

Secretary PERRY. I cannot comment specifically on those num-
bers, Senator Boxer. I do not have in my ll::ad what the other coun-
tries are spending. We certainly spend more than any other coun-
try or any combination of countries that I am aware of for defense.
We have a defense establishment which is, without question, the
best in the world, the most effective fighting force in the world as
a result of that.

We are bringing the budget down to about a 40 percent real de-
crease since its peak in the mid-1980’s because the threat has
changed, because we can reduce our force structure. I think that
is a safe reduction, and I have supported that and sponsored it.
And we submit this budget with those kinds of reductions in the
gelief that it will provide an adequate defense for the United

tates.

The one fart of this budget which I am most concerned about
and which 1 have testified to several times is the cut in the mod-
ernization of the procurement account is really dramatic. We have
reduced 70 percent from the n:ﬁinding we were doing just 6 or 7
years ago. And we can rationalize that, I believe, in terms of the
equipment coming into our force structure. We are taking a risk in
losing our industrial base.

I have taken several steps in this program to try to counter that
problem, but I think that 15 the most dangerous part of this budg-
et—the ﬁossibility that we will not have an adequate defense in-
dustrial base by the end of the decade.

P“S)enat,or. BoOxER. Well, let melsa in that re arscl I thin.ll:)‘t’he ARPPIA

gram is a great program. isagree wi nator Domenici.
think when we are looking at our industrial base and how we can
kee(f these dual use technologies—because, Mr. Secretary, if we
find a technology that works in the military and it can be adapted
to civilian and you keep that industrial base going, Mr. Chairman,
because Jou have found new ways to use it, such as, I might say,
the Stealth bus that they are building in Los An'ieles, where they
are uging the Stealth materials. They are using those materials to
retrofit bridges,

We are finding some incredible successes in this, and I would
also say to my colleague—who is not there—that because of the 50
percent match, we are not giving away anything here. We are forc-
ing the private sector and the community to put up hard dollars
and make hard contributions. So I think one way to keep that in-
dustrial base going and yet not become so uncompetitive because
all we are doing 18 developing products to fight in a war when
hopefully we are not going to have to fight in a major war, we can

Jkeep it ﬁl:;g
80, use of your time limitations, if I could just make a few
more comments, and then if Secretary Per% can respond, either
here or in writing, I would appreciate it, Mr. Chairman,
Let me just say that I found the attack on the GAO to be some-
what bizarre. If someone wants to audit the GAQO, fine, I will join
in. But to discredit an audit that shows that taxpayer dollars are



RIS
154

being thrown out the window or, more accurately, into the ocean,
Hawaii or wherever, to discredit that because you do not like the
message is ridiculous. Excuse me for saying that. This is how I feel.
We have to say, yes, there are some contractors out there who do
not treat the tax dollars seriously. There are others who do who are
models.

And, Mr. Secretary, I know you, and I know you get appalled at
this. You yourself said you are worried. You can support this budg-
et, but it is on the edge of what you think it should be. And I know
and I am confident that you are going to move against these
abuses. And I hope you w:ﬁ so state because every dollar we can
save that we are not spending on what I consider to be false ex-
penses or, shall we say, unallowable costs, which is the phrase I
used to know when I was really into these procurement issues, that
is money that can go into deficit reduction.

Mr. Chairman, T have had the pleasure of speaking to the Sec-
retary about many of the issues I am concerned about. So rather
than take a lot of his time, I will conclude in this way:

As I look over the Star Wars Program—and I still call it Star
Wars; I know you have made great strides to break that program
down into various aspects—] still have a great many gquestions
about one of the aspects of the program, Mr. Chairman, which is
not the theater missile defense but the National Missile Defense
Program, It seems to me we are back where we started. We are

utting $1.2 billion into a program that, as far as I can tell, after
ving the chance at the Joint Economic Committee to hear from
the CIA and having the CIA say unequivocally, out in the open—
this is about a year ago—there can be no more threat from the So-
viet Union or a group of nations in any way that was like the
threat we faced.

Yes, there are other threats, and, Mr. Secretary, I know vou are
getting us ready for those other threats. But I must tell you, as I
look at that Eart of the program, it gives me great concern, and 1
hope that either in this committee or further down the line, we can
save some dollars, because there are other things we need to do in
this country now that the end of the cold war has come.

Last, in terms of environmental cleanup at bases, please, if there
is anything I can do to help you with that liability problem, if we
do not clean up those bases, we are goix:i to have ghost towns. We
are going to hurt our country. And as the President has said, we
eannot divoree, if you will, our economic security from our national
sec?i:l:y. We cannot afford to have these bases sitting there unat-
tended.

Thank you very much, Mr. Chairman. I look forward to working
with you on these issues. Thank you, Mr. Secretary.

The CHAIRMAN. Thank you, Senator Boxer.

Senator Brown?

Senator BROWN. Thank you, Mr. Chairman.

Mr. Secretary, it is a great pleasure to have you here. You have
many admirers. You do not have an easy job. There are a great
many of us who deeply appreciate somecne of your intellect and
your ability being willing to take this job. I think it remains to be
seen whether or not it was your friends that got you into this.
[Laughter.]
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Secretary PERRY. Thank you, Senator Brown. .

Senator BROWN. The Army specifically strikes me as something
of a challenge under the current strategy, as | understgnd it. We
are committed to have forces able to respond to two major reason-
able conflicts simultanecusly.

How many divisions, Army divisions, are you looking at to be
able to respond to regional conflicts simultaneously under that bot-
tom-up review? ) .

Secretary PERRY. The total number of divisions in the Army on
the bottom-up review would be 10. We now have 12 Army divi-
gi(;ms. We wﬂf over the next few years be going down to a total of
Senator BROWN. And how will that break down between—

Secre PERRY. That is not counting reserves.

Senator BROWN. So the reserves would be in addition to that.

Becretary PERRY. The reserves will be in addition to that. That
is correct.

Flsf?nator BROWN. Do you plan additional cuts in reserve forces as
well?

Secretary PERRY. There are some cuts in reserves as well; not as
deep as the cut in the active duty. But, more importantly, in the
reserves we are taking 15, I believe it is, brigades and i
them in a ready state so that they will be better able to participate
" in the major regional conflicts. So a major change that is incor-

rated in this program is improving the readiness of 15 of those

rigades in the {{Reserves.

Senator BROWN. How will the breakdown between heavy divi-
sions and light divisions e?

Secretary PeRRY. 1 do not have that in my head, Senator Brown,
but I will be happy to get it for you for the record.

Senator BROWN. I appreciate that.

[The following was subsequently supplied for the record by Sec-
retary Perry:]

That is a timely question and we have been aggressively pursuing the answer.
Faced with an unzer?mn future and declining resources s s ilixuelfinbele. He‘a'evry
divisions are extremely expensive and light divisions, duifn for low intensity con-
fliet require extansive augmentation for use in the type of regional conflict we envi-
sion. The Army is expl its future requirsments through extensive analysis in-
el:t;linf General Sull:van’s isiana Maneuvers and Army Battle Labs. The prod-
u [+

Senator BROWN, I know you have seen a lot with your current
task, which is a tough one, the speculation that the Army and per.
haps our other forces are b:ginning to shortchange the readiness
accounts. The July 1993 publication “Inside The Pentagon” esti-
mated that less than 90 percent of the Marine Corps equipment is
ready to go to war—probably a low for the first time in 1 years—
that there is a ogoin maintenance categories that has gone
from literally 0 up to 160 million in Just the last 2 years.

If you would, s with us your thoughts as to whether the arti-
cle is accurate and how you view the O?Oilem with readiness.

Secretary PERRY. I think that article describes some of the prob-
lems that exist today in readiness; in particular, it highlights the
backlog in depot maintenance, which is something we can measure
quite accurately on a month-to-month basis.
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In the 1995 budget, we have responded to that in geveral ways,
but first of all by an overall increase in the Q&M account of about
6 percent in the face of a 7 percent decrease in force structure. But
more specifically we have increased the depot maintenance funding
20 percent because of the backlog which we have in the depots
today, specifically to try to correct that problem.

More generally, Senator Brown, the way we have dealt with this
problem is that when we requested the Services to prepare the
1995 budget, we stated in the guidance to them that they should
make readiness their first priority, and we do see that reflected in
the funds which they allocate to readiness in this 1995 budget. So
I think there will be a significant turnaround on some of these is-
gues where we are seeing problem areas right now.

Senator BROWN. 1t is at least my understanding that some of the
peacekeeping funds and other environmental cleanup funds are
coming out of the O&M account.

Secretary PERRY. Well, the peacekeeping funds come out of the
O&M account. Fortunately, the Congress authorized a supple-
mental appropriation for us of $1.2 billion, which caught us up
with what otherwise would have been a very substantial readiness
hit to all three of the Services. So that supplemental appropriations
was a lifesaver relative to readiness.

Senator BROWN. Would the reduction, the drawing of peacekeep-
ing funds out of this account change the picture? In other words,
after you subtract the peacekeeping money, would you be looking
at less money for O&M?

Secretary PERRY. Well, it is part of the O&M expenditures that
is not otherwise available for, say, training or exercises. You can
argue that there is a certain amount of training and exercise value
in the peacekeeping operations in and of themselves, but the Serv-
jces and I do not see it that way. We see that training and exercis-
ing are very specialized functions. And so they do tend to detract
from readiness unless we can supplement those expenses with ap-
propriations to get us back to normal again.

Senator BROWN. I would appreciate it if you can supply for the
record an analysis of the O&M account, adjusting for the changes
in peacekeeping funds. I realize that involves some calculations,
but I think it would be helpful in understanding.

Secretary PERRY. We have the figures on how much of the 1993
budget, say, went to peacekeeping, how much of that was covered
in supplemental appropriations, and the net then, you can reason-
ably believe, is a decrement to readiness.

Senator BROWN. I see the light is on. I simply would ask you to
draw your attention to an area. You have hired a very outstanding
scientist from Berkeley. I did not really know that you Stanford fel-
lows went across the bay. But Dr. Smith is faced with the chal-
lenge of trying to deal with our chemical weapons and their neu-
tralization and disposal.

I have been in contact with him because we have a base that has
stored those munitions in Colorado.

Secretary PERRY. Yes.

Senator BROWN. Awfully impressive person.

Secretary PERRY. I have a lot of confidence in Dr. Smith.
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Senator BROWN. I did not know if this was simply revenge
against Berkeley or not that you are hiring him.

1 wanted to draw your attention to one aspect of it. He faces a
very difficult chalienge because there are some restrictions or dif-
ficulties in transporting those chemical weapons to sites where
they would be incinerated. The Congress further restricted your
abigty to transport them—or study, I should more precisely say, to
study the transport. One alternative, though, that I believe has
some merit is tﬁ: potential of transporting neutralized chemical
weapons, 8o that instead of building eight new incinerators that
could cost up to $1 billion each, that we would use our existing in-
cinerators at both by either Johnson Atoll or Utah, Tooele, Utah,
and that would be transported to them will not be chemical weap-
ons, active chemical weapons, but what would be transported to
them would be neutralized weapons.

The neutralization of it is largely a function that has to be done,
anyway, and so the transportation would be, of course, far safer be-
cause you would not be dealing with an active agent. But you
would have a chance of saving a dramatic amount of money in
terms of not building eight duglicate incinerators. That, I beheve,
is authorized to be studied, and it strikes me it has some potential
that I hope you all will examine.

Secretary PERRY. We will look into that. That is an interesting
idea, Senator Brown.

Senator BROWN. Thank you.

Mr. Chairman, I simply wanted to add for the record for Senator
Domenici, if you would allow me, in the questions over GAO fund-
inﬁ, I think his observation was that the increase uested for
GAO, $26 million, is greater than the entire total lﬁaf;t of the
CBO. And 1 think Senator Domenici's concern was over the size of
the increase of GAO, which does seem, at least to this Senator, to
be somewhat dramatic.

Chairman SASSER. Thank you.

Mr. Secretary, thank you very much for appearing here this
morning. I am sorry we could not get you out at 12:15.

Secretary PERRY. Thank you, Mr. Cﬁm.rm' an.

Chairman SasseR. We have done our best, and I also want to ex-
}:tess my gratitude to you for taking this job as Secretary of De-

ense. It is an interesting turn of events when we have to express
gratitude to dedicated public servants for taking these very, very
important and crucial jobs for the country. I think that says some-
thing about the atmosphere in which we all have to work, and it
says something that 1 &mk does not bode well for the country. But
we are, indeed, grateful that a man of your caliber and character
and qualifications would assume this jo{ as Secretary of Defense.

The committee stands in adjournment.

Secretary PERRY. Thank you, Mr. Chairman.

[Whereupon, at 12:24 p.m., the committee was adjourned.)

WRITTEN QUESTIONS FROM SENATOR CONRAD TO
SECRETARY PERRY AND THE RESPONSES
Question. How will the results of the Nuclear Posture Review (NPR) be integrated

into the g“opooed bomber force structure? Will bombers identified by the Nuclear
Posture ew be added to the 40 B-52s already budgeted? (For example, if the

B0-8720-94 -6
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NPR identifies a need for 40 B-52 bombers for nuclear missions, will DOD request
40 additional B-52s?)

Answer. The Nuclear Posture Raview is examining all aspects of U.S. nuclear
force posture and force structure. The results of the NPR will include recommenda-
tions on the number of heavy bombers that the United States should retain in its
future force. All U.S, heavy bombers, including those currently funded in the active
bomber force, are capable of ing both nuclear and conventional weapons. The
number of heavy bombers recommen edbytheNPRwouIdnotbeanndd-ontothe
number of bombers already in the total concept force, including those now in the
attrition reserve. The B-5: and B-2s already in the force would count against
the total recommended by the NPR.

Question. Under Department of Defense planning, will any nuclearcapable B-52
bombers be held in reserve for a nuclear deterrent mission, or will all B~5628 be uti-
lized in a dual role?

‘Anawer. All B-52H bombers and all crews who fl B-52H bombers sre capable
of delivering nuciear and conventional wma. The Department of Defensa has not

as an -anly “reserve” force.. Nevertheless, if
Hs are needed during an MRC, some pumber of aircraft and crews could be
withheld from the conventional conflict so that they would be available to maintain
a nuclear deterrent posture, if necessary. . .

Question. If no bombers are intended to be held in nuclear reserve, doesn't this
reduce the credibility of the US. nuclear deterrent? In addition, if B-62s must be
yecalled from a conventional conflict to go on nuclear alert, wouldn't this cause
mﬂg:wprobiems in the conventional theater?

er. Bacause all U.S. B-52Hs are dual-capable, all are a part of the U.S. nu-
clear deterrent force. The fact that they can also deliver conventional weapons_if
called upon in an MRC does not detract from their deterrent role or reduce the
credibility of the U.S. nuclear deterrent. These aircraft have always been capable
of delivering both nuclear and conventional weapons; they have been used in con-
ventional conflicts in the past (e.g. Desert Storm) without mndlx:& any questions
about the credibility of the U.S. nuclear deterrent. Thmﬁmary erence between
the future and past will be the number of bombers we will have available to perform
these dual missions. The changing international securitg environment and b t
pressures have led to a reduction in the size of the B-52H fleet. As & result, bom|
resources could be strained if a crisis occurred that required B-52s to stand nuclear
alert during an MRC. Under such cimumsta.nc::.eiudgments about whether to with-
draw bombers from an MRC would likely be b on two factors: the ability to use
other aircraft to accomplish similar missions in the MRC and the ability to maintain
? eredible nuclear deterrent with fewer hombers as a part of the nuclear deterrent
orce.

Question. Does the Department of Defense plan to kee_? gignificant numbers of B—
52s and B—1 “attrttion reserve” beyond fiscal year 19857 .

Answer. Bombers that are beiﬁsheld in “attrition reserve” have been funded in
that status through fiscal year 1995, The Department of Defense has not yet made
any decisions about the future of those aircraft beyond fiscal year 1995 Rec-
ommendations of the Nutlear Posture Review will be taken into consideration when
such decisions are made.

WRITTEN QUESTIONS FROM SENATOR MURRAY TO
SECRETARY PERRY AND THE RESPONSES

Question. Mr, Secretaa, I am aware of the Department’s proposed plan for the
C-17 and ] !3 ri the l'i:l‘glzsram. However, 1 am aware that there is cur-
rently & sho in airlift, was a Wall Street Journal article to that effect
last week and congressional testimony as well. Therefore, 1 do not understand why
the Department does not besthn ur:fﬁfnns Non-Developmental Airlift (NDAA) right
away to satisfy the current and to supplement the final number of C-17
aircraft which may be procured. 1 do not understand why the Department intends
to wait until the C—17 decigion in late 1995 before it begins acquiring NDAA. Would
you please comment?

Angwer. The Department has initiated an NDAA acquisition effort, However,
there are gseveral reasons why we have elected to wait until the 1995 C~17 Defense

uisition Board (DAB) to make a decision regarding NDAA.

e need an aireraft like the C—17. Thus the Dey ent of Defense entered into
a comprehensive settlement with McDonnell Douglas on the C-17 program over the
next 2 years. If the C-17 does not meet expectations, an alternative must be imme-
diately available. To that end, we have started a streamlined acquisition process
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that will lead to an integrated decision on airlift force structure at the C-17 Mile-
stone III in November 1995.

A decision now would lack sssential pieces of information necessary to define the
number and of NDAA. There is considerable risk in making a hasty decision
on the NDAA' before the airlift requirement is clearly defined by the Mobility Re-

uirement Study/Bottom-Up Review (MRS/BURU) and before the C-17 Milestone
?II decision is known. This is because the decision depends on the requirement and
in part on the eventual C-17 inventory, in addition to the status and final dispoei-
tion of the C—141 fleet. Further, we do not know today the extent of the modifica-
tions that may be needed to make a commercial derivative aircraft responsive to

Finally, at the C~17 Milestone III decision point, we will better understand the
capability of the C~17. The results of the flight test and the reliability,
maintainability and availability evaluation be available along with an assess-
ment of the contractor's performance after the 2 year probationary lmﬁenm‘l. The num-
ber of C—17s procured will directly impact both the and ty of NDAA re-
quired. These points argue very strongly for making the airlift force structure deci-
-iunearlyinﬁwalﬂ::rlm. .

Question. DOD proposed eliminating or downsizing several Armdv Reserve
units in the State of Jowa. It is my understanding that some of their duties will
be taken over by reserve units and Nations! Guard units in other States.

Please provide me copies of all economic analysis and cosi-benefit analysie used
to justify these decisions. In addition, please provide an estimste of the environ-
mental costs of the decisions to eliminate or downsize Army Reserve uniis in Jowa.

Answer, The 410th Infantry Battalion, headquartered in Jowa City, IA, the 3d
Battalion, 14th Field Artillery, headquartered in Sioux City, IA and their augmenta-
tion cells are being inactivated as a result of the inactivation of the 6th infantry
Division in fiscal year 1994. Both n?a.nimtiona where part of the 205th Infantry
Brigade which was a round out unit fer the 6th ID. Four other lowa Army Reserve
unite (103d Headquarters Headquaters Company COSCOM Augmentation, 386th
Finance Support, 4th Target Acquisition Detachment, and the 404th Corps Area
Company) are being inactivated because their structure is obsolete and there is no
requirement for them in the warfight. The 20th Procurement Detachment is being
restructured with its higher headquarters in St. Paul MN. An economic analysis
and cost-benefit analysis are not normally conducted regarding elimination and
downsizing of Army rve units when it is part of a force reduction. No facilities
have been identified for closure. An epvironment cost analysis is not routinely con-
ducted in this case.

The 989th Detachment, Air Ambulance in Ft. Des Moines, IA is the only unit in
Towa migrating to the National Guard as a result of the offsite agreement. GAO ie
currently conducting an audit regarding the Resarve Gmn'r;‘nent restructuring. The
results should provide answers to questions m% is unit.

Question. The President’s Defense Budget includes million for peacekeeping.
What is your view of the Pentagon's role in peacekeeping, and what are the
longterm budget implications?

Answer. The Department of Defense strongly supports the Administration’s policy
that the United States must be willing to act to_preserve peace and stability when
such action advences or protects our interests. The prim mission of our armed
services is to be a trained and ready force than can fight and win our Nation's ware.
Nonetheless, the Department of Defense also has a in supporting efforts to con-
duct eﬂ'ecﬁve’multﬂa&ur:clﬂpeau operations and, when it is in our interest, to be pre-
pared to participate ly in these operations.

you know, under the new %e:ne operations policy, commonly referred to as
*“shared responsibility”, DOD will have lead ent and funding responsibility
for UN Chapter VI 6&1:&9%3 operations it which U.5. combat forces are in-
volved, and all UN Ch gtzr Eaaee enforcement operations. The State Depart-
ment will have responsibility for Chapier VI operations which do not involve U.S.
combat units. This approach sesks to lg}y the traditional delineation of reapon-
nibility between the State and Defense Departments to peace operations, dividi
management and fundi momibih‘tiu on the basis of whether the operation in-
volvea U.S. troops or likely mi 'ta.rtyhe ent.

Under “shared responsibility”, enggnl:lﬂlion you mentioned in your guestion
will be used to pay DOD'a portion of our UN asssssment for Eeaeekeepi n fiscal

ear 1995. In the out-year, the Department of Defense will budget for peace-
eeping assessments & we have done in our fiscal year 1995 budget request. We
anticipate as well that our support of, or participate in, peacekeeping operations will
result in additional costs, and that we will seek Congressional support for the use
of Supplemental Appropriations to cover the incremental costs of contingency oper-
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atione. At present, this is the beat financing method for providing an element of pro-
tection. for the readiness funding appropriated by Congess in the operations and
maintenance accounts. Congressional support of the fiscal year 1994 Emergency
Supplemental was extremely important in establishing this funding method, and we
will continue to use this as our precedent.

Question. Mr. Secretary, from your perspective, what is the risk associated with
a comprehensive test ban with respect to our nuclear weapons stockpile?

Answer. The United States will need to ensure that our nuclear deterrent remains
unguestioned under a comprehensive test ban. Since we will not carry out any nu-
clear weapon test exploeions, we will need to explore other means of maintaining
confidence in the safety, reliability, and performance of our nuclear weapons. To this
end, the Department of Energy is pureuing a stockpile stewardship program which
includes stockpile surveillance; experimental and research, development and engi-
tx'uaeri.ng programs; and maintenance of a production capability to support these ef-
orts.

Question. How does Defense Department define Counterproliferation, and what
exactly would be included here?

Answer. The Defense Counterproliferation Initiative (DCI) has two fundamental

goals:

« To strengthen DOD’s contribution to government-wide efforts to prevent the ac-
quisition of nuclear, chemical, and biological weapons, and their means of delivery
in the first place or reverse it dip tically where it has ocgurred. DOD contributes
through marshaling its unique technical, military, and intelligence expertise to im-
prove arms control compliance, export controls, inspection and monitoring, interdic-
tion of shipping for inspection, during periods of crisis, and otherwise strengthening
the norms and incentives against acquisition in the first place.

» To protect U.S. interest and forces, and those of its allies, from the effecta of
WMD in the hands of hostile forces through assuring that U.S. forces have the
equipment, doctrise, training, and intelligence to confront an opponent with WMD
on sorne future battlefield should that prove neceasary.

Question. What are the cost estimates associated with DOD's approach to
counterproliferation?

Anewer. First it's important to understand that those things underway in the De-

ent to support counterproliferation are not represented anywhere as one mon-
olithic line item. Counterproliferation is not a_single project the Department is
doing, but is better described as a mission the Department has developed to meet
the need to protect U.S. forces who deploy to regions where ;mljferat.ion of weapons
of mass destruction has occurred. The closest we come to identifying specific funds
are those to support OSD Policy and Acquisition in the President's budget for fiscal
year 1995 (see attached) where $30.31 million is carried as a subactivity in the
Washington Headquarters Service's account. Let me emphasize, this $30 million re-
quest, entitled DOD Counterproliferation Implementation Support, should not be
geen as encompassing everything DOD is doing in counterpraliferation. The Serv-
ices, as well as organizations like the Ballistic issile Defenne Office all have activi-
ties underway that contribute to DOD’s counterproliferation mission. ‘The $30 mil-
lion should be viewed as funds that complement Service and Agency efforts. For ex-
ample, in support of the Counterproliferation Acquisition Strategy, it would fund
proof of concept studies leading to Advanced Concept Technical Demonstrations, and
the costs associated with supporting DOD’s counterproliferation acquisition working
groups that are developing specific technology proposals in the area of counterfarce,
active defense, passive defense, and command, contro], communications, and intel-
hgg::n That's the type of wark, and a lot mare, that this $30 million is designed
to facilitate.
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Question. What new capabilities does counterproliferation imply?

Answer. The best way to_answer this question is in the context of the Bottom-
Up Review, and our Desert Storm experiences with the four aspects of proliferation;
nuclear, chemical, and biological weapons, and their means of delivery.

First, the Bottom-Up addressed remaking U.S, forces to maintain our unmatched
conventional capability. Because proliferation of weapons of mass destruction and
their means of delivery threaten this conventional superiority, the DCI was inati-
tuted to ensure our commanders are equipped to effectively oppose a WMD-equipped

nent.

% is need to '“Pg”" our commanders better was brought home to us in Desert
Storm. Even though that conflict had a very satisfactory outcome, we encountered
some surprises that in different circumstances could have made the outcome much
lese patisfactory. First, we discovered a larger and fundamentally different nuclear
program than our assessment had originally led us to believe. Second, when we con-
sidered attacking stored bioltgical agent, we learned how little we knew about the
collateral consequences of such an attack. Third, we learned how quickly the mili-
tary ineffective SCUD, could divert significant military capability for due to the po-
tential for dire political consequences. .

Just from these examgleu you can begin to understand the need for different and
expanded battlefield and theater intelligence ing WMD. The need to be able
to strike deeply buried targets, and mobile SCUD launchers are just two other ex-
amples in our things tc do category. As we continue to assess our existing capabili-
ties against requirements to protect our forces from WMD, additional
counterproliferation capabilities will emerge.

WRITTEN QUESTIONS FROM SENATOR DOMENICI TO
SECRETARY PERRY AND THE RESPONSES

uestion. How many divisions does DOD reBu.lre for a MRC-East (e.g. the Peraian
Gulf) scenario? How many divisions does DOD require for a MRC-West (e.g. Korea)
scepario? Given the presumption of near simultaneous scenarios, is there a shortfall
between the requirement for Army divisions and the 10 divisions planned under the
Boitom-Up Review?

Answer. The Bottom-Up Review (BUR) analysis indicated that each of the two
MRCe could be won with four or five active Army divisions working in concert with
the US. Air Force, U.8. Navy, U.S. Marine Corps and fortes from regional friends
and allies. This analysis assumed that certain critical enhancements, such as %re-
ferred munitions and increased strategic air and sealift, existed and were available.
Hence, in the expected cases, 10 active Army divisions are sufficient to meet the
two MRC requirementas.

Nevertheless, should an MRC require more forces than we , we have built
in hedges to deal with this contingency. The BUR postulated that each MRC could,
in the adverse case, require :E to an additional two divisions. If two adverse case
MRCs occurred at the time, the requirement would be for 12 to 14 divisions. The
BUR acknowledged that the U.S. must be ready to meet the unexpected by provid-
ing for 15 enhanced readiness combat maneuver brigades in the Army National
Guard, each of which could be combat mdﬁ 90 days following its respective call-
up date. These 15 brigades translate into five division “equivalents”—more than
would be needed even if two adverse MRCa occurred.

As a result, we are confident that the Army's 10 active divisions, coupled with
the 156 enhanced readiness bl;?!del from the Army National Guard, will be capable
of meeting the requirements of the two MRC strategy.

Questior. What is th:nprogrammed strategic lift requirement under the Bottom-
U mﬁ::d ;’s a shortfall projected in lift requirementa? If so, when will the short-

Our plans call for substantial enhancementa to our strategic mobilia—many of
which were first identified in the 1991 Mobility Requirement Study ). First,
we will continue the am to procure and deploy the C-17 airlifter to replace our
aging C-141 tranaport fleet. While we will continue to monitor the troubled C-17
program closely, we nonetheless require modern, flexible airlift capacity to be able
to execute our defense strategy. The Defense Acquisition Board to purchase
40 C-17n through fiscal year 1996, taking the prog}m through mitial operational
:&ability. A decision on further procurement of C-17s or an existing wide-body

itary or commercial cargo aircraft is dependent upon contractor and aircraft per-
formtance through flight test and reliability, maintainability, and availability assess-
ment.

Second, we plan to store a brigade set of hedavy Army equipment afloat; the ships
carrying this material would be prepositioned In aress which they could
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sent on short notice to either the Persian Gulf or Northeast Asia. Other gmpoaition-
ing initiatives such as prepositioni additional Army heavy forces would accelerate
the arrival of heavy Army units in uthwest Asia and Northeast Asia.

Third, we will increase the m%ncity of our surge sealift flect to transport forces
and equipment ralrugy from the United States to distant regions by p ing ad-
ditional roll-on/roli-off ships. .

Fourth, we will improve the readiness and n;{:nmvenul of the Ready Reserve
Force (RRF) through a vanetﬁ of enhancements. Finally, we will fund various efforts

2‘ iénpme the “fort-to-part” flow of personnel, equipment, and supplies in the Unit-
tates.

However, significant changes have occurred since the MRS was firat published in
January 1992 Most of these changes have resulted from the comprehensive review
of U.S. defense strategy, force structure, modernization, infrastructure, and founda-
tions conducted in the BUR. Other changes have resulted from major awrlift and sea-
lift program acquisition and decisions. As a regult, the Joint Staff is begin-
ning a year-long study to ta the MRS to ensure that currently programmed lift
is adequate to support our strategy, particularly our ability to t and win two
nearly simultaneous MRCa. . .

Question. The Co icnal Budget Office testified before the Budget Committee
on March 9, 1984. Their testimony dealt with “Options for Reconfiguring Service
Roles and Miasions.” In that testimony they present options for chanﬁing the divi-
sion of labor among the services. These options are presented in Table 3 of their

testimony.
P ease eommentyon the advisability of adopting each of these options, a8 well a8
the projected budget savings. ]

Answer. The Con%:ulonal Budget Office (CBO) stug{ on “Qptions for
Reconfiguring Service Roles and Missions” outlines a number of alternatives g:']otpos—
als for changing the assignment of Service roles and missione. The study her
links changes in roles and missions directly with reductions in force structure and
associated costs savings. The CBO study recognizes that each of the gdent.lﬁed alter-
natives is notional in the sense that a reduction in one set of mili capability
{as a result of a change in assignment of roles and missions) would n require

_an offsetting increase m other caj ability to maintain a comparable level of military
effectiveness. For the most part study does not ident.if{it.heue o ing capabili-
tias or the impact these would have on projected savings. However, it would be safe
to say that net savings would be considerably less than those proj .

_The artment fully agrees with CBO that the proper assignment of roles, mis-
gions, and functions to the Services and combatant commands is a critically impor-
tant task. The Department also agrees that unnecessary duplication among the
Services must be elininated. Indeed, these very congiderations helped to inform Sec-
retary Aspin’a decision on General Powell's roles and missions r_Kort and gaided the
Department’s deliberations throughout the Bottom-Up Review. Theae considerations
also underpin the Department’s suppart to the newly announced Commission on
Roles and Miesions of the Armed Forces.

However, the De t differs with the CBO on overall apanroach. Strategy
must guide overall force requirementa. So, tov, must strategy guide considerations
of change in the assignment of roles, missions, and functions that have the potential
to reeult in changes in force structure, This link between stra and forces, which
is 80 crufml to the Department's analytic approach, appears lacking in the CBO aa-
sessment.

Question. There have been allegatione that $15 to $18 billion in unaliowable costs
have been ¢ to government defense contracts. Are these allegationa accurate?
-~ Answer. No; the estimate was developed by fpl'ujm:t:'n% results from a GAO review
of wix small defense contactors to all audits of overhead costs that the Department
of Defense will complete from fiscal year 1991 to fiscal year 1996. This projection
is invalid for a number of technical reasons. However, the enderlying deficiency is
that the sampie used by GAO was too small, and by GAQ's own admission not nec-
essarily representative of small contractors. To project the results to large defense
contractors, where the government has an on-site staff that conducts continuous re-
views, i8 even less unsupporiable.

Question. Shouldn't acquisition reform help your efforts in this grea?

_Answer. Generally yes. Arquisition reform will result in purchasing more mate-
rials and services using commercial buying practices. The rmulation of the market-
place should serve as a signi t deterrent to incurring unallowable costa.

Question. Do unall le costz in overhead submissions translate directly into
government overpa t on contracts? _

Answer. Gen no, As work s, costa are billed to the government
based upon overhead billing rates which are established at levels that seek to ex-
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clude amounts for unallowable costs. Alsc, by the time final payment is made on
defense contracts, the unallowable costs will have been eliminated.

Quc:tion. Based on GAQ’s claims, is DOD failing to properly audit defense con-
tracta?

Answer. No; the Defense Contract Audit Agency (DCAA) assesses the risk to the
government at each contractor location to determine the extent of audit effort need-
ed to provide reasonable agsurance that material unallowable costs would be de-
tected. This risk ssseasment is influenced by a number of factors including the types
of government contracts and total indirect cost aliocated to government contracts;
the adequacy of a contractor’s policies, procedures and internal controls; and, the
adequacy of the accounting records. The audit effort at four of the locations reviewed
by &AO was appropriate gbuad on the assessed risk to the government. At one of
these four locations, the adjustable (non-firm fixed price) government business
amounted to only V1o of é:emnt of its total business base. At this location, for
every $100 questioned by GAO the government could recover 70 cents. .

GAO did identify a mngle DCAA office, which was rlo:‘l‘%onlible for auditing two
of the six small contractors, that had not followed established procedures for audit-
ing small contractors. Corrections have been made to the audit procedures followed
by that office.

yIt should also be noted that DCAA has revised its audit guidance and added the
requirement to perform transaction testing on ali of its audits of small defense con-
tractora. This action, which was underway before the GAO review, increased the
amount of testing DCAA performs at such locations. .

Question. What is the ent’s position on the GAO audit report?

Answer. The Department’s position is contained in its official response to the final
GAO report. The main points in that response were:

« GAO reviewed audits from a total of 58 contractor locations before focusing on
the six selected contractors. The 68 contractors voluntarily removed over $60 million
from their indirect cost claims for those years reviewed by GAO. DCAA identified
g additional $17 million of costs inappropriately claimed by the contractors for

o8e years.

s GAO failed to acknbwledge the extent to which ita findings would be affected
by the government participation percen at each location, i.e., the ion of the
total indi cost that would be allocated to government contracts. Those percent-
ages range from a high of 89.0 ttoa of 0.7 percent. When factored for
ggzemment icipation, the $2 million in GAQ questioned costa decreased to
about $800,000.

* The GAQ report implies that all potentially unallowable costs must be excluded
from contractor submissions which is con to the Federal Acquisition Raguls-
tion. Only those costs that are expressly owable costs or mutually agreed to
be unallowable must be identified and excluded irom any submission. Most of the
questionable costs identified by GAO were not expressly unallowable. These ques-
_tionn%e items are subject to negotiation and will require resolution by the contract-

OLLIcer.

» Although it is me\:ﬁmud that there were some weak internal controls at the
six contractors, it should also be i that the six voluntarily identified and
excluded $16 million from their cost submissions in the years reviewad by GAO.

Question. Is the 1995 FYDP too high in light of the GAO audit findings?

Answer. No; there is an indirect relationship between the GAO audit findings and
Peiaed by splyiae Tadgmentesimating rolationanine 4o historeal mioriaation,
velo) y applying ju ‘estimating relationships to historical in tion.
These estimates of costa that will be incurred in the future do not get to a Jevel
of detail where unallowable costs would be identified. .

However, in some instances, program estimates do ina:rgonte the impact of

to forward pricing rates from which unallowable costs have been eliminated.
is is because the forward pricing rates have been developed based on anticipated
allowable costs.

It should also be noted that costs ultimately billed to the government are based
upon billing rates which seek to exclude amounts for unallowabie costs, and by the
time final payment is made, unallowabie costs will have been eliminated.

Finslly, the controls that have been put into place such as requiring contractors
to certify that the costs they are submiiting are allowable, and penalizing contrac-
tors when expressiy unallowabie costs are included in their submissions, help to en-
sure that contractors delete any unallowable costs that are incurred. We believe
that progress has been made, but we will continue to apply management attention
to get the problem resolved.
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Question. Dr. John Steinbruner testified before the Budget Committee on March
g, 1994, He claimed that DOD plana are $37 billion below the full financing eri-
terion over the course of the 5 year defense plan. s this claim accurate?

Answer. No; when finalizing our fiscal year 1995-99 FYDP, we estimated a fund-
ing shortfall due to higher inflation at $20 billion for the period. Other than thie
shortfall, the FYDP itself is fully financed in the sense that it is priced according
to realistic program estimates and the latest infiation estimates, it makes no as-
sumptions a%out management savings unleas they can be eomnnclnﬁly documented.

Question. Dr. Steinbruner alsc arfued “that the United States will eventually be
driven to a fundamental shift of policy in response to new security conditions and
that additional force reductions will accompany that change.” He argue that “the
currently projected defense budﬁt could be reduced by cumulative total of $247 bil-
lion over the 5-year plan [with a 1999 defense budget $80 billion iower than
planned.]” Please comment on the advisability of adopting & defense spending plan
as described by Dr. Steinbruner.

Answer. Pregident Clinton, military and civilian defense leaders, and many Mem-
bers of Congress believe that the Administration’s defense spending plan cuts about
as deeply as is prudent, given the current state of global affairs. uctions on the
order proposed by Dr. Steinbruner would fundamentally ch the character of
America’s mili posture, make our new strategy unsupportable, call into question
i:urd:?;ﬂ}igy to 1.5. commitments to our allies, and undermine America's global

ea ip.

WRITTEN QUESTIONS FROM SENATOR GRASSLEY TO
SECRETARY PERRY AND THE RESPONSES

Question. Does the DOD believe that current plans will provide sufficient muni-
tions to support & major regional conflict? That in the event of hostilities, a surge
production will not be required? . .

Answer. We believe that the DOD munitions stockpile, combined with funded due-
in deljveries, will contain sufficient modern and suitable substitute munitions to
BUP a major regional conflict. Further outyear funding will continue to buy more
of the newest/llatest configuration munitions items available today but at reduced
rates. In the event of hostilities, the DOD will fight using the existing munitions
ltockgile; projected threst scenarios do not require production surge from the indus-
trial base. However, we might surge to provide more of some preferred munitions
and to restock for future contingencies.

Question. If the DOD does not believe current plans will provide sufficient muni-
tions if there is 8 major conflict, what plans are bein made to address this matter?

‘Anawer. The DOD munitions stockpile contains sufficient munitions to support a
major regional conflict.

stion. Questione have been made about the state of the munitions industrial
base. What is your view on this matter?

Answer. The conventional munitions industrial base is undergoing a significant
reduction in capacity as well as willing participants—both government and commer-
cial. 1 believe this reduction is being conducted in & rational manner by the U.S.
Army in its capacity as the Single Manager for Conventional Ammunition. DOD has
provided a r%port to Congress that addressss the munitions industria 1 base. How-
ever, the DOL) is conducting further analysis in a comprehensive ammunition indus-
trial base review which may fall for some minor fiscal year 1895 reprogramming ac-
tions in this area.

Question. What is the status of the DOD report to Congrees requested March 17

Answer. The DOD report to Congress wes forwarded to the four Congreesional
Committees on April 29, 1984 by Mr. Longuemare, the Principal Deputy Under Sec-
retary of Dafense (Acquistion & Technology).

uestion. There is concern that the year 1995 FYDP is either consistent
with the President's fiscal guidance nor reflects the most likely cost of the defense
program Jropoud. 1 would appreciate your response to the following: DOD has
quannﬁ the range of error in its gutyear inflation estimates as rougghtlg $20 bil-
hon. The over programming as a result of the inflation issue is dealt with through
the use of negative accounting entries for fiscal year 1996-99, Please identify any
other negative accounting entries used in the P: the accounts in which they are
used; the amounts by fiscal year; and the reason why the total amounts in the af-
fected programs are offset by the use of these negative entries.
_Answer. The $20 billion shortfall is handled with a single budget line, called “Un-
disiributed Adjustments”. There are no other accounting entries reflected in the fis-
cal year 1895-99 FYDP.
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Question. What is the range of potential error associated with other major FYDP
assumption, such as; underestimating the potential far weapon system cost growth;
slower than planned base closures; potential increases in the cost of environment.a_f
clean-up and compliance; failure to achieve cost savinga of planned management ini-
t%ﬁ\ﬁeg, like the National Performance Review and Defense Management Report
( )? N

Answer. There are no major FYDP assumptions that DOD believes carry a signifi-
cant potential error. Before the FYDP was finalized, the Department made aqjust-
gleen:]n. ;n t.:é] areas, such as DMR initiatives, in which projected savinge could not

validated.

Question. Is it possible that the overprogramming in the outyears is not $20 bii-
lion but more like $50, $75, or $100 billion or more? ) ]

Answer. DOD believes that $20 billion is a valid estimate, given current economic
projections. Future cha.n}gaa in inflation projections could of course raise or lower the
W'éo”undiﬂgtﬁhe p the outyears, does it that the fiscal

uestion. ere is overprogramming in the outyears, does il mean that the
ear 1995 budget is lmet.mling unaffordable programs that should be eliminated?
s any of the advance procurement money for fiscal year 1986 and beyond hooked
up to the “future adjustments?” How do you know?

‘Answer. Neither the fiscal year 1995 budget nor the fiscal year 1985-99 FYDP
are sustaining any unaffordable programs. No advance I%ocurement money i8 ti
u:‘ future]adiustments; the money is for programs that DOD expects will be funded
adequately.

gueation. The last FYDP submitted to Congress was the fiscal year 1992-87

P, dated February 23, 1991. That FYDP assumed $172 billion in savings an
reductions as follows: $82 billion from proposed program terminations; $70 billion
in anticipated DMR savings; $19 billion in unidentified savings, including $8 billion
in savings from base closures. To what extent were these savings realized? If these
savings were not realized, as I suspect, then there must be offsetting reductions,
and the magnitude of theae cuts has grown under Pregident Clinton’s defense plans,

Anawer. en the Clinton admimstration took office, the new DOD leadership
was skeptical about the accuracy of the ‘F‘rlavmun Administration's projections for
management savinge and pmm costs. Therefore, in ifying the Bush/Cheney
defense program to prepare ident Clinton's fiscal year 1 defense budget, a
$10 billion offeet for 1 year 1894-97 was included, as an estimate of the savings
that DOD was sure it could not guarantee. At the same time the Odeen Panel was
convened to detarmine more definitively the validity of the assumptions underlylas
the Bush defense program we inherited. For the Bush p , the Panel estimal
the fiscal year 1 7 shortfall to be $12 to $15 billion; $9-$11 billion for unrealiz-
able D management savings; $2-$3 billion for underestimated weapons costs;
and $1-$1.5 billion for underestimated environmental cleanup and comphiance coats.

After the Odeen Panel reporied ita findings, OMB added $13 billion to the DOD
topline for fiscal year 1995-99. DOD's fi year 1995-99 defense budget projec-
tione now include only those savings that we believe we can deliver, as well as
sound projections of future weapone costs.

Question. Your speech to the 7 .. Crows suﬁ:ltl you are ready to ﬁive the FYDP
to industry. As you may remember, many of those t up in the 11l Wind inves-
tigation were charged with illegal possession of the P. fs ita Sood idea to give
the FYDP to industry? How would you decide who in industry would get it?

Answer. The printed tranncrirt of that speech, which may be the basis for your
question, does not reflect what [ said or meant to say. My m was that an ac-
curate FYDP—a central goal of this DOD leadership—is essential to DOD p
managers, who indeed would have access to the actual plan. With an accurate %EG%P
to consult, program managers in turn will be better able to help the defense indus-
try aseess their future market more reliably. However, DOD's assistance to defense
industry forecasting does not need to include providing it with copies of the FYDP.



